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Shanghai Stock Market Development 
Characterized 


93CE0670A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 20, 
24 May 93 pp 21-23 


[Article by Chin Yen (6855 6056): “Shanghai Stock 
Market News—A Capricious Market, Pudong-Concept 
Shares, and Special Seats for B Shares”’] 


[Text] Neither a Bull or Bear Market, But Rather in the 
Category of a Monkey (Capricious) Market 


Shanghai’s stock market macroclimate is feverish. 


Stock-shop names are increasing in number, with inves- 
tors flocking to all of them, forcing some to post guards 
at their doors to keep out those without fund accounts. 
Money is pouring feverishly into Shanghai from all over 
China, even including one-fourth of Shenzhen’s specula- 
tion funds. This sea of stock market competiticn 
involves large specialized traders, professional specula- 
tors, work groups, and retired employees. 


There are exceptional opportunities on Shanghai's stock 
market now, with sharp volatility, today a bullmarket, 
tomorrow turning bearish, and the next day fluctuating 
wildly, so that it is hard to say whether the market is 
rising or falling. It almost seems that that capricious 
monkey Sun Wukung is showing off again, so that people 
are calling Shanghai's current stock market a monkey 
market. 


These is plenty of evidence of this capricious climate. 
Stock price variations of around 10 percent are frequent, 
with only two of the 12 weeks in the first three months of 
1993 seeing variations of less than 10 percent. The black 
Monday of 22 March saw a one-day plummet of 11.57 
percent, while the auspicious day of 8 April brought a 
one-day skyrocket of 12.37 percent. 


In the last six months, sharply stimulated by the face 
value of Shanghai stocks having been cut from 10 yuan 
to | yuan a share, the market has vigorously rebounded 
from its low of 393 points on 17 November 1992, rising 
steadily and creating a new round of bullish markets. It 
peaked in February 1993, breaking the September 1992 
mark of 1,420 to set a new unprecedented record of 
1,536 points on 15 February, after which it plummeted 
to 925 by 31 March. In April, many parties acted again to 
push it back up to 1,372 points, in an attempt to set 
another new record, which failed as bulk accounts took 
their profits between 1,200 and 1,300 points, shrewd 
sellers halted the rise, and the so-called “third wave” 
came to a premature end. The market has now been 
stuck for some time at between | ,100-1,200 points, with 
only narrow corrections. 
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This sharply volatile market has become a speculator’s 
paradise, producing a profitmaking stratum, and tem- 
pering bulk shareholders. Since this spring, stock market 
trading and investment has been brisk, with volume 
rising steadily, so that the average daily trading volume 
in April was |5 times that for the same month in 1992, 
and the April volume topped thai for all of 1992. Every 
day brings collections of 18 million yuan in stamp taxes 
and commissions. 


Trading Halls Have Been Increased to Four 


The Shanghai Stock Exchange rents the first floor of the 
former Liyao Hotel (now called the Pujiang Hotel) on the 
north side of the Waibai Overpass, having turned the 
banquet hall into a trading hall. As its number of seats 
increased in 1992, making it hard to accomodate them, it 
opened up a second trading hall. In 1993, it is adding a 
third and fourth trading hall, the third having been 
completed, and the four trading halls to accomodate 600 
seats. 


Shanghai has developed from a regional stock center to a 
national one with, since the Lhasa Stock Corp underwent 
membership formalities, all provinces, municipalities, 
and autonomous regions throughout China (except for 
Taiwan) being members of the Shanghai Stock 
Exchange, and all carrying “red horse briefcases” into 
the hall for trading. The exchange now has 320 members, 
of which 280 are stock firms from other provinces and 
cities. 

As trading volume has grown so sharply, the central hall 
has been renovated again, beginning in April to use a set 
of advanced systems designed to client-service specifica- 
tions, with unlimited expansion of exchange seats, cur- 
rent support capability for expansion to 1,600 seats, and 
a trading speed of 1,800 transactions a second. Once the 
stock building being built in Pudong goes into operation 
at the end of 1994, it will provide 3,000 seats. 


Another infrastructure is Shanghai's stock market infor- 
mation satellite transmission, which is now being put 
through to all areas. As Shanghai information transmis- 
sion to newly opened reception points takes only a half 
second, all member stock firms in other provinces and 
cities are online. 


The Appearance in the Newspapers of the 
“Regulations” Causes the Stock Market To Plummet 


The “Interim Regulations on Stock Offerings and 
Exchange Control” published in the press by the State 
Council on 4 May are interim laws and regulations for 
stock market standardization until the “Securities Law” 
goes into effect. In light of Shanghai's comparative stock 
market gaps, it strongly responded by plummeting 8.2 
percent from the previous day’s 1,352 points to 1,241 


points. 


The publication of these “Regulations” is expected to 
clear up certain key principles, such as ‘he separation of 





2 ECONOMIC 


stock firms’ personal and agency operations, the separa- 
tion of banks from stock firms, that no financial institu- 
tion may grant loans for stock transactions, and the 
establishment of an interval period for the public 
offering of added-asset shares. Some of these matters are 
unclear on Shanghai's market, while others have not 
been handled strictly according to the rules. 


Professor Zhou Zhenhua [0719 2182 5478] of the 
Shanghai Academy of Social Sciences’ Economic 
Research Institute says that: While most highly devel- 
oped overseas stock markets act on the principle of 
“providing the maximum protection for investors and 
the mimimum intervention in markets,” China’s stock 
market status quo makes requirements obviously more 
important, with the “Regulations” providing a legal 
basis for market standardization, and even more impor- 
tantly genuine strict enforcement. 


East China Teachers College Professor Yu Jiwei [0060 
4764 3262] notes that domestic stock market organs and 
major players have the key impaci. so that measures to 
oversee and control their investment actions certainly 
need to be clear. 


Major Players Are Jointly Speculating in “Jin Qiao” 


The most glaring recent example of joint speculation by 
major players is the promotion of the “Pudong-concept 
shares” as the subject of speculation. The market infor- 
mation is that 600 million yuan was raised for specula- 
tion in Pudong’s Jin Qiao, with each major player 
participating in the round of speculation in a relay form. 
This stock was speculated up 253 percent from 10.32 
yuan a share at opening to 36.50 yuan a share, with a 
change-of-hands rate of about 450 percent in less than a 
month. While Shanghai’s market board is large, so that it 
is beyond the power of institutions and major players to 
control the overall situation, they often begin with small 
or individual shares in an attempt to manipulate the 
overall situation. One method is creating a false stock 
index image, with the Shanghai Exchange Index being 
sharply impacted by large shares and, when necessary, 
action beginning with Jin Bei or Shen Nong, in which a 
l-yuan rise or fall in Shen Nong can cause the index to 
rise or fall 21 points, and Jin Bei 8 points. 


So one financial expert has called for stock market 
control to be truely elevated to rule by law. For key 
market-related sectors, such as stock exchanges and 
stock operating agencies, it is necessary to draw up 
control regulations. 


Twenty-Three Foreign Firms Have Acquired Special 
B-Share Seats 


Shanghai is now the largest B-share market, with nine 
listed in 1992, and the additional two of Birg Xiang and 
Jin Qiao listed in 1993, for an overall listed value of 855 
million in foreign-exchange RMB, and an overall market 
value of 5.111 billion in foreign-exchange RMB. But the 
B-share market is low in price and small in volume, 
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without good prospects, and the State Securities Com- 
mission having recently set forth seven development 
goals to unleash it policywise. The most conspicuous of 
these are permission for foreign stock firms to enter 
China, including opening joint-venture stock agencies 
and accounting services. The B-share offering method 
needs improvement, in order to break out of its private 
fundraising :orm. 


Shanghai has taken several actions recently, with the 
Shanghai Stock Center Registration and Settlement Cor- 
poration having been established on 9 April, beginning 
to operate a registration and settlement system con- 
forming to the G-30 small group authoritative criteria of 
the International Securities Exchange Commission, and 
lowering settlement and payment-collection fees 20-30 
percent. An additiona! step has been to allow 23 outside 
stock firms to establish special B-share seats on the 
market, including ones from the United States, Great 
Britain, France, Japan, Germany, Holland, Switzerland, 
Singapore, South Korea, and Hong Kong, such as Mel- 
lon, Yehts’'un, Hsin Hong-chi, Hauwei, Charter, Yifu, 
and Baling. 


An additional almost one-half of the outside stock firms 
have not yet acquired special exchange seats, so are still 
applying. The representative of a U.S. stock corporation 
in Shanghai says: Shanghai had always held a position in 
the Far East as a banking, business, and trade center, so 
that the opening and development of Pudong have 
brought new opportunities. We regularly invite clients to 
Shanghai to visit and investigate, in order to learn about 
the operating conditions of listed companies, so that they 
can take part in Shanghai's stock-rights investment. We 
favor B shares, which have greater potential, as share 
prices are now lower on the secondary market, so that 
investors can look forward to a better returns rate. 


Williams Schiller, chairman of the board of the Mellon 
Group, whose symbol is the “bull,” came to Shanghai on 
26 March to host his group’s Shanghai agency's opening 
ceremony, saying that: Our setting up of an agency in 
Shanghai shows that the Mellon Group is ready to 
provide local services here for the entry by Chinese 
enterprises into international money markets and for 
foreign investment to flow into China. I believe that for 
a market that is just beginning, an exceptionally impor- 
tant task is to establish investor confidence in market 
and listed-stock quality. In order to become world-class, 
listed companies must resolve two matters of crucial 
importance: 1) They must fully and openly publicize 
listed-company information. 2) They must conduct their 
financial operations in accordance with international 
accounting standards. It has been disclosed that Mellon 
will act in its capacity as a global coordinator and 
secretary in charge, to undertake the worldwide sale of 
shares in the Shanghai Petrochemicals Corporation, as 
well as helping a number of Chinese companies to get 
uncir Shares on the international market 


Shanghai's B- and A-share markets differ sharply, in that 
A shares are hotly speculated and have developed at an 
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amazing rate, while B shares have shown a regretful 
negative trend, with most being near their issue price and 
a few even having fallen below it. This is related to 
problems, such as exchange settlement channels being 
blocked, and market operations and listed-company 
iinances not being on track with international standards. 


Domestic Investors Favor B Shares 


Domestic investors are quite interested in B shares, as 
the A- and B-share prices differ so sharply that those of 
a single listed company may differ by several hundred 
percent. Business circles are calling strongly for the 
B-share market to be opened up to the domestic public, 
and it is understood that banking figures are of the same 
opinion, suggesting that it could open up an investment 
field for the use of two foreign-currency domestic sav- 
ings, making it no longer necessary to attract private 
foreign exchange and risk liability through the single 
form of bank interest payment. The concerned parties all 
believe that once the B-share market is opened up 
domestically, the A and B markets will gradually close up 
ranks, so that the market will be bound to heat up 
quickly. 


For a time, certain stock corporations allowed domestic 
residents to hold foreign exchange accounts, which 
warmed up the B-share market. This was later stopped 
by the foreign exchange control authorities. But the 
recent disclosure that individuals can take part in foreign 
exchange conversion transactions shows that foreign 
exchange control methods are easing, which will be good 
for B shares. 


There Are 2.5 Million Registered Stockholders 


Shanghai’s transition to Mainland China’s stock 
exc ange center is a general trend of the times. Com- 
par” the Shenzhen and Shanghai stock >xchanges, 
Shang ai’s daily trading volume is several times higher 
than ‘henzhen’s. Shanghai already has three outside 
listed stocks, and the wider opening of its doors in May 
and June is going to bring many more listings. Mean- 
while, it is expanding its links with stock firms in other 
provinces and cities, now discussing a computerized 
network with other exchange centers throughout China. 
As each exchange center generally has dozens of member 
units which conduct local stock, fund, or national trea- 
sury bond trading, this will enable the Shanghai Stock 
Exchange to expand its coverage through group member- 
ship. Insiders suggest that this will be a forward-looking 
concept and action. 


The Shanghai Stock Exchange now has more than 2 
million registered stockholders, with ouside registrations 
of no less than 0.5 million. Certain stock firms from 
other provinces and cities have opened business offices 
in Shanghai, with some major streets having as many as 
two or three. Some say there are more stock shops open 
than rice shops. Shanghai investors welcome the 
improving quality of the securities industry due to com- 
petition. But as network points increase suddenly, and 
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the bad habits of official firms are hard to root out, all 
sorts of “local policies” are becoming unstoppable. As 
the self-operated and agency-transaction channels of 
stock firms are not separate, it is hard to ensure the rights 
and interests of small- and medium-sized stockholders. 
While markets are expanding rapidly in size, and ranks 
of operators are exploding, oversight and control are 
obviously weak. 


Certain speculators have been able to pervert the law by 
playing with legal phraseology, taking front stage as stock 
critics. In the initial stage, stock speculators pooled 
hundreds of thousands or millions of yuan, taking a 
coarse approach with their great wealth, preaching their 
stock scriptures, and pointing out stock trends in their 
own interests. Shanghzi is seeing a daily increase in the 
number of published named or unnamed stock periodi- 
cals, with all sorts of salon forums providing an arena for 
speculation critics. The stock market control authorities 
have not yet found a suitable policy to deal with this 
matter. While foreign computer firms have broken into 
the mainland market, peddling all sorts of technical- 
analysis software, market backgroud conditions differ, 
making it hard to avoid attempts at ineffective solutions. 
One Taiwanese firm’s analysis software is most used by 
stock shops, having a joint-stimulation effect, but having 
quite an impact on market mindset and stockholder 
investment behavior, keeping them from making 
rational choices. 


NPC Standing Committee Member on 
Establishing ian SEZ 


93CE0779A Shenyang BOHAI SHANGBAO in Chinese 
6 Jul 93 p 2 


[Article by Yang Lieyu (2799 3525 1342), First Rank 
Professor and Eighth Plenum NPC Standing Committee 
Member: “Establish Dalian as Special Economic Zone as 
Soon as Possible Proposed Again™} 


[Text] In view of current rapid developments in 
reforming and opening to the outside world, I specially 
“propose once again establishing Dalian an SEZ as soon 
as possible.” 


1. Establishing Dalian an SEZ is a Strategic need of 
development and opening to the outside world. 


A) There are unique and real advantages to establishing 
a Dalian SEZ: one is Dalian’s geographical advantage. 
To the north it is connected to the hinterland of the three 
vast northeastern provinces and eastern Inner Mongolia. 
It neighbors the Korean peninsula, the Japanese archi- 
pelago and the Russian far east. It is the intersection of 
radiating domestic and international points, an ideal 
spot in northeast China and northeast Asia with whica it 
has economic and trade ties, goods and materials trans- 
port affecting the entire area around the Bohai Sea. 
Second, Dalian offers a group of full capacity ports. Of 
the existing 59 berths, 32 are 10,000 ton capacity with an 
annual handling capacity of more than 60 million tons. 
The planned prospect for the port at Dayao Bay now 
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under construction is an annual handling capacity of 80 
million tons, ultimately leading to a more than 100 
million ton annual handling capacity for Dalian harbor. 
Dalian is China’s present number one handler of foreign 
trade goods with trade and transport relations with more 
than 150 countries and regions. This is the most impor- 
tant material factor for Dalian becoming a port city 
attracting a million merchants. Correspondingly, a good 
base to link up with international markets including 
finance, bonds and various production factor markets is 
provided by Dalian’s transportation and telecommuni- 
cations, the electrification of the Shenyang-Dalian 
railway, 800 airline flights per week to Dalian by the end 
of the decade, and electronic and postal communications 
with more than 180 countries and regions. Third is 
Dalian’s relatively developed domestic and foreign 
trade. Dalian’s present population is 5.23 million. 
Nearly 10 million Chinese and foreign tourists visit per 
year with great social puchasing power. The value of 
transactions concluded at the annual “Northeast China 
and Inner Mongolia Export Commodity Business Fair™ 
is second only to Guangdong’s. The annual foreign 
exchange earnings from exports citywide are $2.5 billion. 
The gross annual value of harbor import and export 
trade is more than $10 billion. As China opens to the 
outside world, Dalian’s position as northern China's 
largest international trade harbor will continue to grow. 
Fourth is Dalian’s rather high level of openness to the 
outside world. A cumulative 2,957 projects have been 
approved utilizing foreign funds. The contract value is 
$7.5 billion with agreements on foreign funds at $4.1 
billion. Of which, there is foreign investment in 2,232 
enterprises with contracts worth $6.45 billion and 
another $3 billion in agreements. Foreign investment 
now is in all areas of all industries. At present, there are 
more than 80U foreign business representatives in Dalian 
and organizations of more than 1,000 foreign govern- 
ments and large-scale enterprises. In the first five months 
of 1993, foreign investment citywide was 400 percent 
greater than the same period in 1992, again indicating 
Dalian’s enormous draw as a regional economic and 
trade center. Fifth, is the C-shape of the Bohai Bay. It is 
only 165 nautical km from Dalian to Yantai. The 
highway and rail distances between the two cities are 
1,640 km and !,970 km, respectively. This unique geo- 
graphical position means that Dalian and Yantai can 
develop sea-to-rolling transport which would greatly 
alleviate rail congestion. To a certain degree, this natu- 
rally would help speed the development and opening of 
the Shandong peninsula. Sixth, is Dalian’s rather strong 
industrial technology and science and technology devel- 
opment base. There is an enormous ability to introduce 
and absorb advanced foreign technology: more than 
3,400 urban and rural industrial enterprises, | .35 million 
workers, 223 medium- and large-sized enterprises, 16 
urban schools of higher education, more than 200 scien- 
tific research organizations, and more than 120,000 
technicians of various sorts. The ample high quality 
work force and scientific and technical base provide a 
good start to establish a SEZ and introduce and develop 
important advanced projects. 
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B) Establishing Dalian as an SEZ will further enhance 
the role and position of China in northeast Asian eco- 
nomic cooperation, allowing China to become the 
“leader” in economic and technological cooperation in 
northeast Asia as soon as possible. A present urgent 
Situation is: Japan, Korea, Russia and the United 
Nations Industrial ™ lopment Organization urgently 
seek to win the » vdvantageous position in the 
development of nc ia. For example, in {990 the 
former Soviet Um _ Nakhodka into a free eco- 
nomic zone. DPRK . .shed a SEZ in Hashan Island. 
The ROK is implemenung actively a western sea coast 
plan. At the end of 1991, the Planning and Development 
Office of the United Nations announced an economic 
and technological development zone to be built with its 
support at the Tyumen River delta bordering China, 
DPRK and Russia, that will become 2 second Rotterdam 
or Hong Kong. At the same time, the United Nations 
Industnal Development Organization announced plans 
for a large scale free economic zone centered around 
Haishenwai, including the border regions of China and 
DPRK. Mutually strong economic cooperation can alter 
the situation in which Bohai is but an inland Chinese 
river. We clearly may lose our role in northeast Asia if we 
do not adopt positive measures and fully develop close 
geographical relationships between Dalian and sur- 
rounding countries and areas. 


2. Establishing a Dalian SEZ as soon as possible is the 
best action to moderate the north-south economic “tem- 
perature difference’ and continued highly imbalanced 
and lopsided development. 


As everyone knows, since 1978 when the state approved 
Shenzhen, Zhuhai, Xiamen, Shantou and Hainan Island 
as special zones, all southern provinces rapidly opened 
and developed due to their leading impetus. Because the 
economy of northern China lacked traction and support, 
it opened later and at lesser depth. Under fierce compe- 
tition, it increasingly pales by comparison: between 1980 
and 1990, Shenzhen residents’ gross output value leapt 
49.3 times; in the same period Dalian’s increased only 
2.7 times. Comparing Guangdong and Liaoning, from 
1979 until 1991, the former attracted foreign investment 
projects and funds | 1 times and 11.5 times greater than 


the latter, respectively. 


With regard to the flow of domestic production factors, 
in the past decade several dozen billions of northern 
China’s funds have flowed south. Several hundred thou- 
sand scientific, technical and management personnel 
have gone south. A large volume of scientific research 
results have moved south and become new productivity. 
Furthermore, there is a very uneven lopsided gap in 
north-south economic development because of different 
levels of openness, thinking and market awareness. In 
the ten years from 1981 to 1991, Guanedong’s gross 
industrial output value grew 8.8 fold; in the same period 
Liaoning only tripled. Regarding industrial output value, 
ten years ago Liaoning’s was 1.8 times that of Guang- 
dong. Now Guangdong’s is 1.3 times that of Liaoning. 





JPRS-CAR-93-068 
16 September 199e 


The prowess of northern China's old industrial base 
continues to weaken because of outflowing funds, talent, 
technology and foreign investment. There are more 
bankrupted enterprises each year. Many urban infra- 
structure and diversion works often show overdue bills. 
The pace of highway and urban road construction is 
slow. For many years now, the continued slumping pace 
of economic development, returns and fiscal incomes of 
the three northeastern provinces has been called the 


“northeast phenomenon.” 


Furthermore, the north-south policy gap has meant 
differences in standard of living improvements in each 
place. Workers in Guangdong province had their average 
wages and income grow 4.5 times from 1978 to 1991, 
while in Liaoning the increase was only 2.6 times in the 
same period. In 1991, residents of Guangdong had a per 
capita living fee income 1.65 times greater than Liaon- 
ing. This issue has dampenend the enthusiasm of 
northern workers. 


At present the aforementioned differences in north- 
south economic development and residential income 
show a further widening trend. Economists worriedly 
say, “China has limited tolerence for regional differ- 
ences.” The best action to resolve the continued highly 
lopsided and uneven economic “temperature differ- 
ence” between the north and south is to establish a 
Dalian SEZ and allow it to bear the responsibility of 
taking the lead. 


3. Establishing a Dalian SEZ as soon as possible would 
fully create a ‘‘northern Hong Kong,” thereby assisting the 
renaissance of Liaoning. It would be the most practical 
step to eradicate the “northeastern phenomenon.” 


In line with the spirit of Comrade Deng Xiaoping’s 
speech on touring the south and the party’s 14th Plenum, 
the Dalian municipal committee and city government 
clearly proposed the strategic goal of turning Dalian into 
a preliminary “northern Hong Kong” in two decades. 
The people of Dalian responded with firm ambition, 
courage and backbone to fight onward and struggle 
forward in tribute as a creative motive force. In 1992 
Dalian had breakthroughs in opening to the outside 
world: the average scale of foreign investment enter- 
prises surpassed $5 million and of the three types of 
foreign-invested enterprises, one was approved, one 
helped, and one enlivened. In carly March 1993, Dalian 
had a successful economic and trade negotiation meeting 
in Hong Kong, with contracts reaching $2.86 billion. In 
early May in Beijing, the JINGJI RIBAO and China 
world outlook research institute held a “discussion on 
turning Dalian into a northern Hong Kong.” The con- 
clusion was that experts favor Dalian as an inland Hong 
Kong. On 15 May XINHUA SHE reported nationwide 
that Dalian, called the “northeastern pearl,” has become 
a valued investment site by businessmen from Taiwan, 
who account for more than one-half of the investment in 
Liaoning province. On 14, 15 June in Dalian the Lia- 
oning provincial committee held its standing committee 
work meeting “to turn Dalian inio a northern Hong 
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Kong as a renaissance breakthrough,” one of the most 
important tasks of the entire province. Earnest studies 
were undertaken regarding the aims, connotation, steps, 
measures, policies and organizational implementation 
plans of this task. During the Eighth Plenum of the NPC 
Standing Committec. the governors of Liaonin, Jilin and 
Heilongjiang discussed promoting the development of 
medium- and large-sized enterprises relying on their own 
efforts with state help. To eradicate the northeast phe- 
nomenon, and have a transformation of the three prov- 
inces born out of ii more than 2,000 medium- and 
large-sized enterprises, we ultimately must place our 
hopes in Dalian’s development as a harbor city with a 
more than 100 miilion ton handling capacity. Given 
these objective factors, at present Dalian has made a 
preliminary delineation of approximately 20 years to 
turn itself into the northern Hong Kong. The main goals 
and connotations are to modernize, become an impor- 
tant international communications hub and technologi- 
cally advanced industrial base, and one of the trade, 
financial, tourism and communications centers of north- 
east Asia. And it will have a high degree of socialist 
culture and appearance in characteristics peculiar to 
Chinese socialism. Of course, turning Dalian into the 
northern Hong Kong is an act by the people of Dalian 
coordinated with Liaoning’s thorough “renaissance” 
which is closely related to and mutally dependent on 
developing Liaoning province and the northeast; they go 
together in honor or disgrace. The steps for overall 
impiementation are a systematic project which will go 
into the next millenium. They must be enacted in stages 
according to the state's long-term development strategy. 
At present, with the support of the Liaoning provincial 
committee and other provinces in the northeast, the 
Dalian municipal committee and city government have 
outlined some rough numerical plans and measures 
while frankly noting problems now faced. We believe 
that the great plan to create a “northern Hong Kong” has 
been resolved in terms of policy provided that Dalian 
wears the hat of a SEZ. This is because, first, foreigners 
believe that China's establishment of special zones is the 
main!tand’s highest symbol and example of a high degree 
of openness to the outside world. Thus special zones 
attract the most foreign businessmen. This point has 
been validated by the practice of the four SEZ’s. Second, 
the goal of Dalian becoming the “northern Hong Kong” 
will gradually be completed and realized by enjoying the 
preferential policies of a special zone, under the state's 
actual guidance with the support of Liaoning and bor- 
dering provinces. Third, certain financial input 1s 
required whether Dalian is a SEZ or all efforts are put 
into creating a “northern Hong Kong” However, the 
input is in order to attain more income quicker. I firmly 
believe that after Dalian wears the hat of SEZ, while 
galloping onward !t undoubtedly will even better comply 
with its responsibilities to the state. Everyone knows that 
when some southern areas were given the SEZ hat they 
quickly developed and made greater contributions to the 
state. In recent years these effective policies w7re 
bestowed upon Shanghai and it took off swiftly. If one 
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says that establishing SEZ’s was a kind of test or exper- 
iment at the time, now their great success and valuable 
accumulated experience have been confirmed. Today it 
seems that the time has come to promote Dalian, which 
offers the most conditions in the north. Our ultimate 
pressing desire is the actual step of establishing a Dalian 
SEZ as soon as possible to create a “northern Hong 
Kong” with all effort, thereby assisting the “renaissance” 
of Liaoning and eradicating the “northeast phenome- 
non.” We must press forward. The opportunity must not 
be squandered. 


Kunming Economic, Technological Zone Evaluated 
93CE0766A Kunming YUNNAN RIBAO in Chinese 
5 Jun 93 pl 


{Article by Lu Jianhua (7120 1696 5478) and Du Min- 
sheng (2629 2404 3932): “The Kunming Economic and 
Technological Zone Has Finally Begun To Get Onto the 
Cutting Edge One Year After Its Establishment”] 


[Text] Since the groundbreaking for the construction of 
the Kunming Economic and Technological Develop- 
ment Zone (ETDZ) on 27 May 1992, substantive 
progress has been made on all of its projects. Taking a 
broad view of this development zone, one can see a large 
strip of land on its rolling hills that has been through the 
“five imputs and one leveling,” with broad avenues 
already finished and 43 enterprises settled into the 
development zone (including 16 Sino-foreign joint and 
contractual joint ventures), for an overall investment of 
over 1.2 billion yuan, including $57 million in foreign 
investment. 


The development zone is located in Kunming’s eastern 
suburb of Niujiezhuang, near a large stone dam, with an 
overall planned area of 10 sq km. Since the development 
zone’s founding, the provincial and muncipal govern- 
ments have set forth a clear guiding ideology and devel- 
opment objectives of taking cdvantage of Kunming’s 
regional advantages and the rich resources of Yunnan 
and peripheral countries, by focusing on export earnings 
and advanced manufacturing industries, and giving prt- 
ority to developing the “three kinds of foreign trade” 
enterprises and tertiary enterprises, such as commercial 
trade, banking, and information, in order to gradually 
develop this zone into a base for using foreign invest- 
ment to develop an externally oriented economy and an 
experimental zone for Yunnan’s opening up to the 
outside world. 


In the year since its establishment, the development 
zone’s management committee has adhered to this set 
guiding ideology and objectives, by acting pragmatically, 
boldly exploring through practice, and actively striving 
to develop and advance. The development zone’s con- 
struction has developed gradually through planning, 
design, land requisition, construction, and business 
recruitment. Through arduous efforts by large numbers 
of developers, the development zone has acquired a new 
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look, making certain breakthroughs in recruiting busi- 
ness and attracting investment. The development zone’s 
overall pians are now completed, with the control 
detailed plans and application plans for the initial 2 sq 
km zone in Niujiezhuang all finished. The main avenue 
that is 2.36 km long and 40 m wide is finished and open 
to traffic. The whole development zone’s projects at a 
cost of 53.437 million yuan have been completed. The 
projects now under construction in the zone show clear 
features, some being in-depth resource manufacturers 
and mostly exporters, and others importing advanced 
technology to upgrade their product mix or fill up 
Yunnan’s technological gaps. 


An official of the development zone’s management com- 
mittee disclosed to us that the provincial government has 
sent an official communication to the State Council, 
applying for permission for the Kunming ETDZ to 
become a national-level ETDZ. 


Foreign Currency Black Market in Kunming 


93CE0766B Kunming YUNNAN RIBAO (WEEKEND 
SECTION) in Chinese 5 Jun 93 p 1 


[Article by Bao Huicang (0202 0565 3318): “A Look at 
Kunmuing’s Black Market in Foreign Exchange] 


[Text] Relevant surveys show that certain large- and 
medium-sized Chinese cities are subject to a certain 
degree of foreign exchange black markets. 


In Kunming, the window and leading edge of China's 
southwestern opening, a foreign exchange black market 
not only quietly exists, but also has certainly been 
becoming increasingly brisk in recent years. 


Since the early 1990's, foreign currencies have become 
increasingly familiar to Kunming residents, so that it 1s 
now necessary only to mention the foreign exchange 
black market for a series of snapshot impressions to 
quite naturally appear to Kunming people. 


Snapshot 1: On Kunming’s “Wall Street” of Nanping 
Street along a strip of department stores at the intersec- 
tion of Qingnian Road, a sizeable army of foreign 
currency speculators are on patrol. This “army” prac- 
tices “equality of both male and female and young and 
old” which, if you do not believe, just look: There are 
“rural gentry” in Western clothes and leather shoes, 
“beggars” in ragged T-shirts, “semi-gentlemen”™ with 
beepers on their belts, women from other places along 
with their children, foxy old hands who can speak pure 
Kunming dialect, and country bumpkins speaking 
unknown dialects, so that it could be said that there are 
varieties of every stripe. One familiar with them reports 
that this “army” has strict internal grading, and a “silent 
contract” on division of labor, with each on his own turf 
and no encroaching on each other's. Those with seniority 
have golden zones, such as street corners or intersec- 
tions, leaving the “younger generation” to search out 
secondary sites missed by others. The street sellers are a 
line of servants on the lowest rung, being backed up by 








JPRS-CAR-93-068 
16 September 199e 


bosses of varying size who put up the cash while their 
servants make the effort, with strict link-by-link payoffs 
that operate like a well-oiled machine. In their words, 
they are “working together for a common goal.” 


The operators here are focused on income, with bragging 
servants disclosing that: “One can make 100 yuan in a 
good day. While there are also bad days, monthly aver- 
ages still top 500 yuan.” 


While Kunmingers felt that this army was a new thing at 
first, there are those who sometime ask why these long 
“unlicensed” people seem to have become so familiar 
that they are invisible, with those going back and forth to 
work unconcernedly threading their way through their 
chorus, sometimes throwing a few sarcastic remarks at 
the servants who shout too loudly, while “asking as 
people will do what kind of foreign currency is on sale,” 
or “how is a U.S. dollar sign written?” 


Snapshot 2: Around the doors of all foreign- 
exchange-storage branches of the Bank of China (BOC) 
and the Communications Bank of China (CBC), a little 
watching shows that these places invariably have certain 
idlers with their eyes glued on the clients going in and out 
of the banks, “sniffing” out those who have foreign 
currency. Once they have selected their “targets,” they 
come forth with a smile to ask if “you have any dollars 
sir,” or “would like to sell some foreign currency.” Their 
fine service attitude is ten times better than that of the 
young ladies sitting behind the counters in banks. If one 
responds that “where would I get foreign currency, | 
would like to buy some myself,” they come back with 
“really, what kind?” 


The operators at such sites seem to be of much better 
quality than that army of streetcorner sellers, paying 
more attention to their dress, speaking in a more civi- 
lized manner, and providing a better “service quality.” If 
you want to try their services and can borrow a few 
dollars from a friend, they will bring all of their skills into 
play. They can give you a well-memorized account of 
today’s state foreign-exchange list prices, and recent 
foreign-exchange conversion prices, as well as taking a 
look at beeper-sized Shenzhen-made notes, and then 
glancing at the sun and telling you if they are real or 
counterfeit. 


Snapshot 3: Kunming’s large hotels and restaurants, such 
as Jiniong, Jinhua, Yinghua, and Cuihu, all have groups 
of such “idlers” outside their doors who, at your 
approach, will naturally have someone to attend you. 
The dialogue between buyers and sellers at the doors of 
Kunming hotels goes: “What kinds do you have?” 
“What kind do you want?” “Do you have U.S. dollars?” 
“How many do you want?” “Can you se!l me a hundred 
or two?” “Uhh... ... They've gone up the last couple of 
days to 92.” “That's a little high, could you go lower?” 
“Do you have the yuan?” “No.” “Weil, bring it and we'll 
talk.” 


By now you know what such “idlers” are up to. There are 
many such groups in front of all large Kunming hotels 
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and restaurants, appearing at such places in all guises, 
with men carrying a newspaper that they seem to be but 
are not reading, or smoking a cigarette to pass the time, 
and women knitting or quietly taking in the sun. But they 
are actually all eyes and ears, looking for the perfect 
“prey.”” Some of the money-changers at these places can 
even manage a few words of Chinese-style English. This 
is said to be in preparation for dealing with foreigners, in 
order to keep them at least from being “outtranslated™ 
by China's foreigners. They begin to operate at around 
0900 in the morning, generally dispersing slowly only by 
about 2200 in the evening. These idlers are mostly 
waiting for jobs within enterprises or the unemployed. 
who can make sizeable profits. 


Snapshot 4: At a certain duty-free shop in Kunming, a 
certain gentleman is in a dither about not having the 
necessary foreign currency to buy a duty-free com- 
modity, when suddenly several “kindhearted people” 
appear from nowhere, taking the initiative to “eagerly 
empty his pockets.” After some haggling over price, the 
gentleman walks away satisfied with the goods, while the 
“kindhearted folk” happily leave with their profits. The 
whole process 1s like watching a well-acted play. 


For the simple reason of an imbalance between supply 
and demand, the foreign-currency black market grows 
steadily brisker. While many factors are involved, it 1s 
certain that in the macroclimate of getting onto track 
with the international society, the end of the foreign- 
curency black market can come only with the arrival of 
the age of a freely convertible RMB, with the transition 
from “officialeze”™ to “market talk” being a gradual one. 
The state has already taken some steps, such as the 
People’s Bank of China (PBC) (the central bank) and the 
Siate Planning Commission having approved in 1993 
the provision of investment opportunities to ‘oreign- 
currency holders. So those now engaged 1n illegal foreign- 
currency activities should be disciplined according to the 
pertinent laws and decrees. 


Major Contradictions Facing Anhui Economic 
Development 

93CE07734 Hefei ANHUI RIBAO in Chinese 9 Jul 93 
p3 


[Unattributed article: “What Difficulties Is Anhui's 
Economy Facing in Its Development Into the Next 
Century?”’] 


[Text] The 1990's has certainly been a time of favorable 
conditions for Anhui's economic development. On one 
hand, the developmental foundation of the 1980's had 
provided internal supportive conditions for sustained 
and rapid growth in Anhui’s economy. On the other 
hand, with the change in the state’s macroeconomic 
policy and the accelerated reform and opening up to the 
outside world, Anhui’s development has had an external 
environment as favorable as never before. If we can 
sustain the present excellent trend of reform and devel- 
opment, Anhui will be able to achieve a moderate degree 
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of prosperity by the end of the century, and by the year 
2010, Anhui will possibly have achieved a basic degree of 
industrialization, urbanization, and a market-oriented 
economy. We may well say that the next 20 years will be 
a glorious page in the developmental history of Anhui. 


However, to present a full picture of the situation of the 
province we must also clearly recognize this fact: In this 
province of Anhui, which is facing opportunities for 
development of historical dimensions, there also exist a 
series of problems that will restrain anticipated develop- 
ment. Examining the situation from a macroeconomic 
angle, there are six major contradictions that will present 
difficulties for the rapid development of Anhui in its 
progress into the next century, namely: 


1. The contradiction between the growing urban-rural 
polarization in the economic structure and the process of 
industrialization and urbanization. 


Its polarized structure is an eminently evident character- 
istic of Anhui’s economy, a polarization which was 
further intensified in the later years of the 1980’s, when 
industry advanced rapidly while agriculture lingered. 
The disparity in national income between industry and 
agriculture widened from 4.09 times in 1985 to 5.19 
times in 1990. The disparity of the average personal 
income between the urban and the rural population 
increased from the 1|.74:1 ratio to a 2.54:1 ratio. The 
consequences of this situation are as follows: 


A) Due to the slow increase in peasant income, demand 
for industrial consumer goods was lagging, and the 
existing relative surplus of industrial capacity is some- 
thing that will not change in the near future. If this 
situation further deteriorates, it will adversely affect the 
development of heavy ndustry from the demand side as 
well as from the capital accumulation side, and will lead 
to a weakness of the market for investments in specific 
items. 


B) These last few years, it is becoming increasingly 
evident that marginally remunerated investments in 
Anhui agriculture are progressively declining. The rate of 
consumption of articles for agricultural use went up 
considerably, in 1984 is was 50.7 percent, in 1991 it went 
up to 40 percent, while the average net income of 
peasants during the same period, after due deduction on 
account of the commodity price factor, not only did not 
increase, but rather declined 18 percent. A significant 
change of the present situation, with its insufficient 
investment in agriculture and stagnant production, will 
therefore only be possible if the peasant income can be 
raised by a substantial amount. 


C) It is generally estimated that there is a manpower 
surplus of around 10 million in the rural areas of Anhui. 
Since savings deposits by the rural population are at a 
low level, the transfer of manpower surplus to nonagri- 
cultural pursuits is seriously restricted by the shortage of 
capital funds. Even worse is the fact that in the last two 
years of village and township enterprise development, a 
trend of restricted capital has been felt. The ability of 
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absorbing manpower surplus by using the same amount 
of capital is declining. In 1991, the output value of 
village and township enterprises had increased by 72 
percent since 1988, but the personnel empioyed in these 
enterprises had only increased 0.5 percent. 


2. The contradiction between the sluggish development 
in the tertiary industries and the progress toward a 
market-oriented economy. 


The tertiary industries are providing market services for 
the entire society. Its various sectors, such as commerce, 
transport and communications industries, the banking 
and insurance industries, legal services, the real estate 
industry, the consulting industry, etc., constitute the 
software and hardware of the market mechanism. The 
present proportion of the tertiary industries in Anhui 
Province is only 21 percent, which is lower than the 
national level of 28 percent, and by far lower that the 
average world level of somewhat over 50 percent. Other 
than is the case with the products of the primary and 
secondary industries, a deficiency of labor services pro- 
vided by the tertiary industries cannot be remedied by 
imports from other countries (territories). Therefore, if 
the tertiary industries are unable in future to achieve an 
increase of a breakthrough nature within a certain 
number of years, this state of affairs will be a serious 
obstacle to progress toward a greater market orientation 
of the economy. Not only that, growth in the primary 
and secondary industries will also be adversely affected 
by insufficient services provided by the tertiary indus- 
tries. 


3. The contradiction between an extensive-type growth 
and an insufficient supply of key elements. 


Anhui’s economic growth in the 1980's has obviously 
had an extensive character. The consp:cuous contradic- 
tion of this special characteristic will show in future 
developments in the following ways: 


An extensive-type growth is bound to create brisk 
demand for capital, while shortage of capital funds 1s one 
of the great difficulties that hinder the economic devel- 
opment in Anhui. There is low efficiency in the use of 
capital, and the rate of accretion is also low; add to it the 
fact that the rate of accumulation in Anhui ts lower than 
in the various neighboring provinces. All this makes for 
a situation where capital supply cannot by a wide margin 
catch up with the expanding demand. According to 
revised computations by the provincial planning com- 
mission, during the period from 1985 to 1995, the 
shortfall in accumulations will be as huge as 68 to 84 
billion yuan. Similar conditions exist in the areas of raw 
materials, energy supply, and infrastructure, since when- 
ever there is a period of economic prosperity, the “bot- 
tle-neck effect” [preference for key projects] will make 
itself felt. Therefore, if it is not possible to move the 
economy quickly where it operates profitably, it will be 
extremely difficult to achieve our objectives. 


4. The contradiction between severe regional competi- 
tions and Anhui's weak overall competitiveness. 
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Under the system of macroeconomic bipolar regulation 
and control, regional competition, if allowed to con- 
tinue, will have a major adverse affect regional develop- 
ment. On the basis of industrial structure similarities 
between the provincial regions (the similarity index in 
1988 was 0.81), the contradictions between the various 
regions with regard to resources and markets will still be 
quite conspicuous throughout the 1990's. Because of the 
large economic disparities between Anhui Province and 
the coastal provinces, the market growth, enterprise 
Organization and operations, and foreign trade- 
orientation of their economies, the overall competitive- 
ness of the province is weak. Anhui Province will there- 
fore be in an extremely unfavorable position in the 
regional competition for a considerable period of time. 
This could manifest itself as follows: 


A) As a unified market will gradually form, the outflow, 
induced by the profit motive, of capital, technology, and 
skilled professionals, already in short supply in Anhui, 
will quite possibly increase. In the meantime, Anhui will 
obviously be in a less favorable position than the coastal 
provinces for attracting foreign investment and 
importing advanced foreign technology. 


B) Regional competition is in the final analysis a com- 
petition between enterprises. The quality of enterprise 
operations and management in Anhui is not very high, 
and the scope of these enterprises is also extremely 
limited. Computed in 1990 at the average scale of their 
capital funds, the scope of enterprise operations in 
Anhui was 21 percent of that of Shanghai, 36 percent of 
that of Shandong, and 60 percent of that of Jiangsu. 
According to the present trend of market competition, 
competition in the latter years of the 1990's will possibly 
be an oligopolistic competition, especially in areas of 
economies of scale such as metallurgy, chemical eng)- 
neering, and mechanical and electrical engineering. Oli- 
gopolistic competition will possibly become the primary 
form of competition. This will undoubtedly have a 
negative impact on Anhui enterprises operating on a so 
much smaller scale. 


C) In view of Anhui's weakness in overall competitive- 
ness, the contradiction between high commodity prices 
and low wages will further sharpen. In recent years, there 
has been an obvious trend to raise commodity prices in 
Anhui, while wage increases have been seriously 
restrained by the economic weakness of Anhui Province. 
In these circumstances, the conspicuous effect of high 
incomes and high consumption in some of the coastal 
regions is already having a powerful negative impact. In 
the future, the wave of this negative impact will continue 
for a considerable length of time, resulting in: 1) people 
developing unsettling ideas, and an outflow of sk:'led 
professionals, and 2) serious excess consumption and 
scrambling for connections with higher quarters. This 
will result not only in the waste of a large amount of 
income, which instead should have gone to increase 
capital, but will quite possibly result in the complete loss 
of Anhui’s advantage of a low absolute cost of man- 
power. 
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5. The contradiction between the difficulty of getting 
started on the structural reform and the continued 
demand for a better foundation in the overall system. 


The continued growth of the economy demands reliance 
On a supportive and rational foundation for the overall 
system. At present, the structural reform has reached a 
stage comparable to assaulting a heavily fortified posi- 
tion. Reform measures that could be carried out with 
comparative ease, and which have had very obvious 
effects, have all been basically put into operation 
already. The next stage of the reform is directed against 
targets that are all “hard bones to gnaw.” such as the 
reform of the ownership system, adjustment of enter- 
prise Organizations, establishing markets for key ele- 
ments, shifts in government functions, etc. These 
reforms touch on the fundamental framework, and the 
difficulty to carry them out can well be imagined if we 
remember how large the favorable trend had appeared in 
recent years and how extremely slow actual progress has 
been made. The present deadlocked situation, where old 
and new systems exist side by side, has already greatly 
impacted adversely the continued growth of the 
economy, namely: 


A) Because there has been no fundamental breakthrough 
in achieving enterprise reform, it has not been possible 
to truly arrive at an operational mechanism of autono- 
mous business operations, responsibility for own profits 
and losses, self-restrains, and self-development. Enter- 
prises show little developmental motivation and lack 
logistic support, placing an unduly heavy burden on 
society while operating a very low efficiency. 


B) Because the reform of the ownership system 1s lagging, 
operation of state-owned assets 1s inefficient, and the 
state of their relative atrophy is very obvious. It 1s 
particularly serious that because of the unsound state of 
capital formation, compensations, and accretion and the 
various “black holes” created by the shortcomings of the 
system, large amounts of the state-owned assets are being 
lost. This situation, if continued, will be a serious threat 
to the dominant position of the public-owned economy. 


C) While a system of indirect regulation and control has 
not yet been initiated, the transfer of the government's 
power of direct regulation and control to lower levels has 
sharply reduced the government's position of authority 
and ability to regulate and control. At a time of dramatic 
shifts in the social economic structure, the danger of 
having this power “vacuum” with regard to macroeco- 
nomic regulation and control is self-evident. 


D) Because of the imperfect development of the market 
system, particularly of markets for key elements of 
production, there exists serious departmental monopo- 
lies, which make a rational distribution of key elements 
of production through intra-departmental circulation 
impossible, this obstructs development of the tertiary 
industries, throws market order. especially order in the 
financial and real estate markets, into confusion, and 





10 ECONOMIC 


leads to an extremely serious state of all kinds of unfair 
competition and transactions through illegal lines of 
power. 


6. The contradiction between unbalanced economic 
growth and retardation in social development. 


Anhui is presently in 14th position as to gross national 
product, industrial output value, and total volume of 
retail sales. In agriculture it holds 10th position, and 
tends to be in medium position in the country with 
regard to its economic scale. However, according to the 
evaluation data published by the state statistics bureau, 
Anhui was, in 1990, .. 20th position throughout the 
country with regard to the level of social development, 
and in 1991, due to the impact of floods, declined to 27th 
position. It shows that compared with its little-developed 
economy, Anhui’s social development is lagging even 
further behind. This will have a serious restrictive effect 
on Anhui’s development when going into the next cen- 


tury, namely: 


A) Anhui has a large basic population (58.48 million in 
1992), high density (420 persons per square kilometer). 
fast population growth (natural population growth rate 
as high as 15.3 percent), the low standing of the populace 
(illiteracy is 8.55 percentage points higher than the 
national average), and the amount of per capita-owned 
resources 1s declining yearly. The uncoordinated popu- 
lation growth in relation to resource environment has 
reached an acute extent: 


First, the huge new additions to the population will allow 
per capita national income to increase annually by 3 to 4 
percentage points; second, the millions upon millions of 
surplus rural manpower and the large number of unem- 
ployed in the cities present an extremely grim picture as 
to the unemployment trend for several years to come: 
third, urbanization to be achieved in the next 20 years 
will require the transfer of over 20 million people from 
the rural areas to the cities. This will undoubtedly 
become a huge pressure on the capital-short cities to 
provide the necessary infrastructure. 


B) Anhui is not strong in science and technology; it ranks 
among the backward provinces of the nation with regard 
to the level of national education. Between this fact and 
the economic underdevelopment there is a cause- 
and-effect relationship. How to extricate itself from this 
vicious circle during the developmental phase extending 
to the next century, how to increase investments in 
scientific and technical education with the limited finan- 
cial resources available, undoubtedly has those in charge 
of macroeconomic policy decisions face extremely diffi- 
culty choices. 


C) Rapid econom'c development is accompanied by 
shifts in the economic structure and transformations in 
the social structure, which comprise major adjustments 
in the power and interest structure, and as a conse- 
quence, social instability will greatly increase. Because 
income of the citizens of Anhui Province is low, their 
cultural level is not high, social undertakings are not 
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much developed, (especially the social security system 1s 
highly imperfect), the province 1s little equipped to adapt 
to transformation, and weak in its tolerance for the 
various kinds of threatening risks. These facts are 
undoubtedly most unfavorable for the continued growth 
of the economy. 


In light of all the above-mentioned problems, it is 
necessary during development while moving into the 
next century to firmly adhere to the principle of begin- 
ning each endeavor realistically, face up squarely to 
contradictions, and prevail over difficulties. This is the 
only way in which we will be able to welcome opportu- 
nities, accelerate development, and achieve of our grand 
objective of moderate prosperity. 


FINANCE, BANKING 


Analysis of RMB Exchange Rate Trend 


93CE0775A Beijing JINGJI CANKAO BAO in Chinese 
5 Jul 93 p 4 


[Article by Wang Zixian, affiliated with the Economic 
Development Policy Department of the Ministry of 
Foreign Trade and Economic Reiations: “Analysis of the 
Renminbi Exchange Rate Trend™] 


[Text] I. Exchange Rate Changes Since the Beginning of 
1992 


(1) Official exchange rates 


In December 1990, the official exchange rate of the 
renminbi [RMB] was lowered from 4.7 yuan to one US. 
dollar to 5.2 yuan to the dollar, in order to create 
conditions for the establishment of a new foreign trade 
system based on independent responsibility for profits 
and losses. 


In April 1991, the RMB exchange rate system underwent 
an important reform: The practice, used until then, of 
having the rates remain unchanged for a long time after 
each round of adjustmeni was changed; and the system 
of slowly moving and tailing rates with some flexibility 
was established. The State Foreign Exchange Adminis- 
tration made small, nonregular adjustments of the RMB 
exchange rates in accordance with the situation 
regarding a set of indices, adjusting the official exchange 
rates mainly in accordance with the situation regarding 
the gap between China’s inflation rate and the inflation 
rates of the major trading partners. Afterwards, the 
official exchange rates were often adjusted, sometimes 
upward and sometimes downward; but the overall trend 
has been one of gradual devaluation. The rate has gone 
from 5.4 yuan to the dollar in April 1991 to 5.7 yuan to 
| U.S. dollar at present. 


(2) Swap rates 


From 1990 through the first half of 1992, the swap 
market rate fluctuated between 5.7 yuan to the dollar 
and 6.0 yuan to the dollar. But, in mid-1992, the swap 
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rate began to fall in a big way. In June 1992, the swap 
rate fell to 6.3 yuan to the dollar; the rate fell rapidly to 
7 yuan to the dollar in July. In 1993, the swap rate fell 
even more rapidly. In February, the swap rate fell to over 
9 yuan to the dollar in many big cities. And the rate at the 
national swap center alsc reached 8.8 yuan to the dollar. 
In March, the state’s foreign-exchange control agencies 
adopted rate-control measures. The exchange rate at the 
national foreign-exchange swap center was kept at the 
level of 8.04 yuan to the dollar, and the rate was kept at 
the level of 8.0-8.2 yuan to the dollar in other cities. But, 
because of the artificial restrictions, no trading went on 
in the swap centers, while trading outside the centers was 
booming. The foreign-exchange swap markets func- 
tioned in a very abnormal way. 


On | June this year, the foreign-exchange control agen- 
cies lifted the rate control. The foreign-exchange swap 
rate fell substantially in such places as Beijing, Shanghai, 
and Shenzhen, going from 9.9 yuan to the dollar to 10.1 
yuan to the dollar; in recent days, the rate has 
approached 11 yuan to the dollar in Beijing and 
Shanghai. 


(3) The black market 


From early 1990 through the first half of 1992, the gap 
between the black market rates and the swap rates 
became very small, because of the expansion of the scope 
of trading on the foreign-exchange swap markets— 
especially after the beginning of the individual foreign- 
exchange swap business. Since June 1992, as the swap 
rate fell continuously, the black market rate also fell 
continuously. Toward the end of February 1993, the 
black market rate was more than 10 yuan to the dollar in 
a small number of places. During the period when the 
rate-control measures adopted by the foreign-exchange 
control agencies were effective, the black market 
boomed and the rate was kept at a low level. After the 
rate-control was lifted on | June, as the swap rate again 
fell substantially, the black market rate just moved a 
little so as to be in line with the situation on the swzp 
markets, while getting ever clos*r to the swap rate. Now 
the two are close to each other. 


Il. The Main Cause of the Decline in the RMB 
Exchange Rates 


A. After the beginning of 1992, domestically, the fever 
concerning the “restoration” [of the GATT member- 
ship] got ever more intense. Many people expected that 
imports would grow in an unlimited way and that the 
price of foreign exchange would grow substantially. 
Many enterprises and residents bought and kept large 
amounts of foreign exchange, thereby rapidly enlarging 
the gap between supply and demand on the market. This 
was the main cause of the fall in the exchange rate in 
June. 


B. Since 1989, China has enjoyed large foreign trade 
surplus and has been under increasingly strong external 
pressures. In 1991, China began to re the import 


system in some respects, and reduced ....,ort tariffs, 
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resulting in accelerated growth in imports. Such a situa- 
tion also has had some impact on foreign exchange 
supply and demand. 


C. Since early 1992, the rapid growth of the domestic 
economy has obviously increased inflationary pressures. 
Demand for imports has grown, while enterprises’ and 
residents’ inflation expectations are being turned into 
reality. As a result, the motive for conducting value- 
preserving activities and keeping foreign exchange has 
been further strengthened. All this has contributed to the 
large fluctuations in the market exchange rates. 


D. The widespread speculation activities such as foreign- 
exchange arbitrage activities have exacerbated the 
exchange rate fluctuations. 


E. The violent fluctuations in the market exchange rates 
have also been a reflection of the serious defects in the 
existing foreign-exchange swap markets and the lack of a 
means for governmental intervention. The market is 
seriously overreacting. Consequently, speculation is 
beginning to make an impact. 


III. The RMB Exchange Rate Trend in 1993 
(1) Official exchange rates 


Under the existing system of slowly moving and tailing 
rates, in the short run, the official exchange rates will 
continue to move in a snake-like manner as before, with 
the exchange rates rising and falling at different times; 
but the general trend will be one of slow devaluation. As 
long as the existing exchange rate system is not reformed 
substantially, the official exchange rates will not fall 
greatiy as the swap rates did. In addition, conditions 
over the short run will not be ready for carrying out 
substantial reform, and the existing exchange rate system 
will continue to function for some time. 


(2) Swap rates 


As the rate-control measures have just been repealed, 
trading on foreign exchange markets has not entirely 
regained normalcy, and there will be some inertia in 
terms of enterprises’ and residents’ trading behavior and 
expectations. But, it 1s generally believed that the swap 
rate will reach a turning point after hitting a low point, 
barring no accidental factors disrupting the process, and 
that the exchange rate will rise again. How long it will 
take ‘or the market exchange rate hit the low point, what 
the low-point exchange rate will be, and how much the 
exchange rate will then rise will be determined by many 
factors, and it is difficult to make accurate predictions. 


But, because of the existence of some basic factors, the 
following views are well-founded: The market exchange 
rate will not continue to fall for a long time—at least half 
a month, and one or two months at the most; the 
exchange rate is unlikely to be more than 12 yuan to the 
dollar; the exchange rate may rise back to 7-8 yuan to the 
dollar at the most. Those factors are as follows: 
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A. The objective regulation and control capabilities have 
now increased; RMB funds are increasingly in short 
supply; both economic growth and capital construction 
investment will fall to some extent; and demand for 
imports will be curtailed to some extent. 


B. The factors which caused the continued fall in the 
market exchange rate in the recent period will disappear. 
For instance, customers’ urgent demand for foreign 
exchange caused by the inactivity on the foreign 
exchange markets in the last few months will be satisfied; 
the behavior of buyers will gradually become rational; 
and, as the markets become active and as the volume of 
transaction increases, the impact of the specu!stion 
factors will gradually weaken. 


C. Currently, except for a few raw materials and durable 
consumer goods, with the exchange rate at 8 yuan to the 
dollar, the importing of most products will lead to losses 
because the costs are too high. The high prices will 
impose substantive cost-based constraints on demand 
for imports. 


D. Shortly, the foreign exchange control system may 
undergo some reforms, such as the implementation of 
the spot exchange retention system on a widespread 
basis. This will promote the rationalization of trading 
behavior. 


(3) The black mark: .. In the near future, the situation 
regarding the black market will not undergo substantial 
change, and will basically move in tandem with the 
Situation regarding the swap markets. 


The Factors Affecti 


the ry Rate Trend in the 
Next Two to Three t 


ears and the Exchange Rate Trend 


1. The macroeconomic situation. If this year’s macroeco- 
nomic regulation and control measures are effective, and 
if the macroeconomic situation will be rather stable for 
the next two to three years, exchange rate stability can be 
basically assured; that is, there will not be the large 
fluctuations as are seen now. 


2. The situation regarding the reform of the exchange rate 
system. This is another key factor affecting the medium- 
term exchange rate trend. Accelerating the reforms of the 
exchange rate system and the foreign-exchange control 
system anid establishing a controlled floating-rate system 
are the set medium-term policy objectives. In this 
respect, the following reform measures can be expected 
in the next two to three years: The spot-exchange reten- 
tion system will be implemented nationwide; a unified 
national foreign-exchange trading network will be estab- 
lished, the agent system and the stabilization fund 
system will be gradually established, and the foreign 
exchange markets will be gradually perfected; the 
existing foreign-exchange allocation and utilization 
system will be reformed in a fundamental way, the 
foreign-exchange quota retention system will be abol- 
ished, and the allocation and utilization of foreign 
exchange will come to be entirely regulated by the 
market; the RMB will become a convertible currency 
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domestically, uniform exchange rates will be introduced, 
and a unitary system of controlled floating rates will be 
established. As is shown, in the medium term, the 
foreign exchange markets will be perfected to some 
extent, and the exchange rate fluctuations and risks may 
be reduced. 


3. The situation regarding reform of the import system 
and opening up of the domestic market. China's “resto- 
ration” is only a matter of time. Thus, opening up the 
market in accordance with the requirements of interna- 
tional trading norms is inevitable. What strategies are 
used for opening up the market will have great impact on 
foreign exchange supply and demand. If the opening up 
is achieved gradually, the pressure on foreign exchange 
supply will be reduced; if a radical approach to reform is 
adopted, the gap between foreign exchange supply and 
demand will grow, and the devaluation pressure on the 
exchange rates will increase. 


4. The situation regarding economic growth and demand 
for imports. Demand for imports is one of the important 
factors determining the medium-term exchange rate 
trend. Under the current conditions, rapid economic 
growth will increase demand for imports in two ways: on 
the one hand, the growing gap between aggregate supply 
and demand in the economy has to be closed by 
increasing imports; on the other hand, the unbalanced 
structure and the rigidit, in the transfer of resources will 
also rapidly increase the reliance on imports by those 
basic industries experiencing shortages. In view of the 
economic development tred in China, there is great 
pressure On importing exerted by factors in the second 
category, and the solution to this problem lies in funda- 
mentally reforming the economic system. 


In view of the momentum of the reform, opening up, and 
development at the present time, factors exist that can 
cause either rising or falling of prices. But, as long as 
there is no high-rate inflation, the general medium-term 
RMB exchange rate trend will be one of slow devalua- 
tion, and there will not be the violent movements as are 
seen now. The rate will not be more than 15 yuan to the 
dollar as some people have claimed. If it is accurate to 
estimate the current equilibrium RMB exchange rate at 7 
yuan to the dollar, then the official exchange rate (the 
same as the market rate after the introduction of uniform 
rates) for the next two or three years will be unlikely to be 
more than 10 yuan to the dollar. 


State Bank Reform Key to Financial Order 


93CE0806A Beijing JINRONG SHIBAO in Chinese 
26 Jul 93 p 3 


[Article by Ma Jiantang (7456 1696 1016) “How Can the 
Financial Order Be Positively Overhauled?: Basic 
Reform of State Banking System Is the Key] 


[Text] I. Root Causes of the Chaos in the Financial Order 


1. At present there are two major problems in the 
financial sphere. One is excessive expansion itn the 
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money supply, and the second is chaos in the financial 
order. The former, though produced in the financial 
system, originally did not exist with banks, but has been 
brought about by the excessive inflation in investment 
associated with the government's expansionary policies; 
the latter problem, though it involves processes that lie 
outside the financial order, nevertheless has origins that 
come out of the financial system, in particular, the 
banking system. 


2. Chaos in the financial system is primarily reflected in 
the following three ways: first, chaos as a result of the 
misuse of allocated funds, second, chaos in extending 
credit, and third, chaos in raising money. The first two 
problems involve chaos in the banking system, while 
there is insufficient information on how much the last 
problem is related to controls on the scale of credit and 
the development of a standard negotiable securities 
market. 


3. Chaos as a result of the misuse of allocated funds, and 
chaos in extending credit seem to arise because rules and 
regulations are imperfect, or because people do not 
comply with regulations or there is a problem in admin- 
istrative control. In fact, this is not so. The reason there 
is such chaos is a result of misuse of allocated funds and 
extension of longer term credit, and the key to why these 
clear violations of rules and violations of discipline 
repeatedly occur can only lie with problems that emerge 
from our current state banking system (primarily, the 
national specialized banking system). The problem is 
that this system as yet cannot put a complete stop to the 
“two chaoses,” and even propagates or condones the 
engendering of the “two chaoses.” 


4. From a systemic viewpoint, practices putting the 
interests of the state aside and discarding the relevant 
regulations, while engaging in unauthorized “misuse of 
allocated funds” and “‘extending credit” means there is a 
lack of an effective risk controlling mechanism and a 
mechanism for responsible restraint. The most key and 
basic is the lack of capital (property right) restraint. 
Simply speaking, the advantages of the “two chaoses” 
fall on oneself (or small groups), while the risks and 
losses are the responsibility of the state. This is a “new 
model” for eating from the national rice bowl. It seems 
we can say the following: if the national specialized 
banking systems are not reformed, the capital restraint in 
state banking cannot be hardened, and various losses of 
“state” fat related to chaotic lending phenomena also 
cannot be completely avoided. A rigorous reorganiza- 
tion, if it cannot be combined with a thoroughgoing 
reform of the system, will only produce results for a short 
period of time. 


II. Problems With the State Specialized Banking 
System 


1. The principal part of the two-tiered banking system 
China has adopted since 1984 is the state specialized 
banking system. This system, though it handles to a 
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certain extent state macro-level management and pro- 
moies the development of large enterprises, has serious 
problems. These problems are now being exposed even 
more fully, and among them the major issue is the 
previously mentioned lack of effective restraints on 
capital. 


2. The second drawback is the behavioral chaos brought 
on by dual identity. In order to support the development 
of certain industries and enterprises, the state entrusts 
the state specialized banks with the dual function of 
being policy-type banks and management-type banks. 
Looking at the current situation, this dual identity results 
in chaos in the role of the state specialized banking 
system. When it is required to implement policy (for 
example, extending credit for purchasing agricultural 
products), it often stresses its role as a “commercial 
bank” and as a financial enterprise, which thereby must 
be guided by considerations of the profit it will make; 
when it is required to act as a “commercial bank” and 
plan its own funding balance, or like a normal enterprise 
carry out the responsibilities of an enterprise, it will 
often stress its own role as a policy-type bank, with the 
result that it enjoys both state policy privileges and the 
authority of a financial enterprise, but does not shoulder 
the obligations of a policy-type bank or the responsibil- 
ities of a financial enterprise. This is also a major factor 
in the chaos of the financial order. 


3. The high level of monopolization and lack of compe- 
tition. As with industrial enterprises, self-control or 
self-restraint not only result from the property right 
system arrangements within enterprises, but also origi- 
nate in the competition among firms in the same busi- 
ness. Fierce competition not only will increase the effi- 
ciency of the banking industry, but even more 
importantly will bankrupt and close down those banks 
that are behaving improperly, making irresponsible 
loans and indiscriminately extending credit. Conversely, 
if firms must engage in competition, it must be done with 
strict internal discipline and strengthened risk manage- 
ment. Regrettably, China's state banking system not only 
lacks property right restraints, but also has a high level of 
monopolization, while lacking competition, with the 
result that no pressures exist beyond self-restraint. 


III. The Solution to the Most Fundamental Problems of 
the Financial Order Lies in Reform 


1. In confronting the current chaotic state of affairs in 
the financial order, some believe in rapid reform of the 
banking system, and go to far, thereby returning to the 
old path, where day to day lending was not permitted, 
and credii was mandated. This stand is clearly not 
compatible with the demands of a socialist market 
economy, and also does not really aid an understanding 
of the causes of the chaos in the financial order. We must 
both solve the problems, and at the same time cannot 
refrain from acting for fear of a slight risk; even less can 
we return to the old system. From the analysis provided 
above we can clearly see those problems which have 
emerged in China’s financial realm, particularly the 





14 ECONOMIC 


sluggish and shallow reform of the state banking system. 
If we are to genuinely solve the chaos in the financial 
order, the most basic question will be the establishment 
of a competitive commercial banking system. This 
reform can be summed up by the phrase “two separa- 
tions, two reforms.” 


2. The first “separation” is the separation of the policy 
and management functions of the state specialized 
banks. The policy-type bank functions can be amalgam- 
ated with newly formed long-term investment banks and 
various types of specialized policy type banks (for 
example, state export credit banks, medium and small- 
sized enterprise mutual assistance banks). Through sep- 
aration of function, the state specialized banks must 
become genuine commercial banks. Although a transi- 
tional approach using separate account business 
accounting and responsibility for profits and losses is 
more reliable, it is not convenient for working out and 
genuinely solving the problems, and should only be 
gradually implemented. 


3. The second “separation” is to conduct an appropriate 
breakup of the state specialized banks. After state spe- 
cialized banks have been converted to commercial 
banks, due to the fact that they are too large, it would be 
very easy to create a two-tiered banking monopoly; 
hence, in order to suitably increase competition, for 
certain specialized banks it will be appropriate to break 
them up, and separate them into regional banks with 
several independent business accounts, and responsi- 
bility for profits and losses. On this basis, it will be 
possible to appropriately develop nongovernmental 
commercial banks. 


4. The first “reform” involves having the state bank 
implement a stock/share system after the separation and 
breakup noted above. This will strengthen restraints on 
property rights. In order to strengthen state control of the 
banking industry, the state can control more than 51 
percent of the shares, and the other shares can be sold to 
large state-owned industrial enterprises and mass orga- 
nizations, but they must not be put on the market, but 
rather form limited liability companies. 


5. The second “reform” is reorganization of the central 
bank. At present the People’s Bank of China is not a 
genuine central bank, as it handles business that it 
should not be handling, and the functions that it does 
handle it does not do well. We must coordinate reform of 
state specialized banks with transformation and reorga- 
nization. First, the central bank should not again handle 
actual lending business for industrial enterprises; 
second, we must transform the current people’s bank 
Organizational structure that establishes central, provin- 
cial, local, and county layers, and only have provincial 
level branch banks, while local and country layers estab- 
lish agencies; third, change the central-central-local dual 
leadership into a single central leadership, and the cen- 
tral bank and local organs should then implement an 
agency system and roiational system; fourth, reorganize 
the central bank’s internal organizational system, to 
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strengthen the financial order monitoring and manage- 
ment structure and the monetary policy reseat h struc- 
ture. 


INDUSTRY 


Impact of GATT on Coastal Electronics Industry 


93CE0709A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 5, 15 May 93 pp 22-23 


[Article by Sun Pengzhang (1327 7720 4545) of the 
Institute of Electronics Scientific and Technological 
Intelligence of the Ministry of Machinery and Elec- 
tronics: “Outlet for the Electronic Industry of the 
Coastal Areas—Impact of GATT Membership Resump- 
tion and Countermeasures”’] 


[Text] Restoring China’s GATT membership is the gen- 
eral trend of events. The only question now is when. The 
vast number of leaders and the masses in the electronic 
industry of China have already realized that the resump- 
tion of GATT membership will inevitably affect China’s 
electronic industry (including the market and import 
and export trade of electronic products). The coastal 
areas of China are the front lines of reform and opening 
up. They are “windows” to foreign countries. The 
resumption of GATT membership will undoubtedly 
have a great impact on the electronic industry of the 
coastal areas (special economic zones and coastal open 
zones). The impact is self evident, and it is possible that 
special economic zones may become not-so-special after 
the resumption of GATT membership. I will analyze and 
address the impact of the resumption of GATT member- 
ship on the electronic industry of the coastal areas of 
China as well as countermeasures for this problem in 
accordance with the studies of the electronic industry of 
the coastal areas of China conducted in recent years. 


I. The Electronic Industry of the Coastal Areas Will 
Face Acute Competition 


After more than a decade of development and construc- 
tion, the coastal areas of China have made world- 
reknown achievements and formed a multi-tier layout 
from special economic zones to coastal open cities to 
coastal open zones, in opening to the outside world. The 
coastal economy is playing an increasingly important 
role in the national economy of China, and has become 
the locomotive of economic development in China. The 
electronic industry of the coastal areas also ranks high in 
the development of the electronic industry throughout 
the nation. According to 1987 statistics, the coastal areas 
employed over 970,000 people, of which, 87,000 were 
engineers and technicians, accounting for respectively 
59.6 percent and 46.8 percent of national figures for 
employees of electronic industry and engineers and 
technicians. The technical force of the coastal areas is 
also stronger than the rest of the nation. Advanced 
technologies such as microelectronics, computer, laser, 
digital communications, optical fiber communications, 
video, are all in the coastal areas. In the first two years of 
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the Seventh Five-Year Plan period, the coastal electronic 
industry increased 35.3 percent yearly. The growth was 
75.7 percent between 1987 and 1986, much higher than 
the 42.8 percent national growth of electronic industry. 
In 1991, of the 14 cities which had province-level eco- 
nomic decision-making power, Shenzhen ranked first in 
the output value of the electronic industry. In the last 
two years, the electronic industrial output value of 
Guangdong and Fujian provinces both accounted for 25 
percent of the national total. It is estimated that in 1993 
the electronic industrial output value of Guangdong and 
Fujian provinces will increase 21 percent and 18 percent 
respectively. This shows that the electronic industry of 
the coastal areas (including coastal cities) will play an 
increasingly important role in the development of the 
electronic industry in China. 


However, the resumption of GATT membership will 
have dual influence, positive and negative, on the elec- 
tronic industry of China. By the same token, it will also 
have two sides, advantageous and disadvantageous, to 
the electronic industry of the coastal areas. The disad- 
vantageous side is more prominent, especially at the 
present time. Everybody knows that the organizations 
and structures of electronic enterprises in the coastal 
areas of China are relatively small in general. Most of 
them belong to the category of “three forms of import 
processing and compensation trade.” Not only are they 
scattered, but it is very difficult for them to achieve 
definite economy of scale. In the past, electronic enter- 
prises of the coastal areas relied on various preferential 
policies of the state and advantages in geography and 
technology to bring about rapid development in the 
electronic industry. After opening up, although the 
coastal areas have imported a large amount of foreign 
capital and advanced technology, their products enjoy a 
fixed percentage of domestic market and are fairly 
lucrative. But compared to advanced foreign technology, 
the technological level and product quality of the elec- 
tronic industry of the coastal areas are still low. More- 
over, the price of electronic products is still higher than 
the international market price. First, after the resump- 
tion of GATT membership, electronic enterprises in the 
coastal areas will lose the protection of high tariffs and 
import quota limits and face the acute competition of the 
international market. This way, some low-quality and 
high-price products will be eliminated and some poorly 
managed enterprises will face the threat of closing down 
under the impact of the resumption of GATT member- 
ship. This is a cruel reality that is difficult to avoid. 


Second, after the resumption of GATT membership, it 
will be even more difficult for electronic enterprises in 
the coastal areas to continue to make a profit. This is 
because as the distance between domestic and foreign 
markets shortens, electronic enterprises of the coastal 
areas will gradually lose their various ad-:antages. Raw 
materials and component parts can directly enter the 
market of inland China without having to go through the 
coastal areas (special economic zones) and gradually take 
over the percentage of inland market enjoyed by the 
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coastal areas. Especially when western countries are 
Carrying out industrial structural readjustment and 
transferring large numbers of labor-intensive and some 
low-efficiency technology-intensive products to south- 
east Asian nations and areas, their product costs are very 
competitive, compared to the coastal areas of China. So 
this makes it more difficult for the coastal areas of China 
to develop their advantages in this area. 


Third, in recent years many electronic enterprises in the 
coastal areas of China took the road of focusing on the 
import of foreign technology. The “Uraguay” round of 
GATT talks addressed this issue. Relevant rules and 
regulations will have an adverse impact on the techno- 
logical progress of electronic enterprises in the coastal 
areas. The impact will be especially great on the elec- 
tronic information industry which has the characteristics 
of an hi-tech industry. At the same time, it will also affect 
the technological import of coastal electronic enterprises 
and the development, production, and export of new 
products. 


Fourth, GATT rules and regulations on investment 
measures will also affect the results of imported foreign 
capital of the coastal electronic industry. New invest- 
ment agreement stipulates that when a foreign country 
invests in an enterprise of a nation, this nation must not 
arbitrarily set an export quota for the products of this 
enterprise, nor shall it stipulate that a certain percentage 
of foreign-funded products be made at home. The “Spe- 
cial Agreement” of China on the resumption of GATT 
membership has already touched on issues such as that 
preferential policies enjoyed by special economic zones 
and open zones should be gradually eliminated to ensure 
the uniformity c” foreign trade policies and rules and 
regulations throughout China. If various preferential 
policies of the coastal areas are restricted or eliminated 
after the resumption of GATT membership, there is no 
doubt that coastal electronic enterprises will lose some 
motivation for growth, which will have a definite impact 
on the development of the electronic industry as a whole. 


Il. Take the Initiative and Do a Good Job in Preparing 
for the Resumption of GATT Membership 


The resumpsion of GATT membership is imminent, and 
some previous advantages will gradually disappear while 
unsuitable or unfavorable factors increase. Due to this, 
the vast number of electronic enterprises and depart- 
ments in the coastal areas should adopt a positive 
attitude, face the reality, continue to use coastal advan- 
tages, and make good use of the transitional period 
before the resumption of GATT membership. At the 
same time, they should adopt the spirit of pathbreaker 
and vigorously prepare for everything needed in the 
resumption of GATT membership. 


First of all, electronic enterprises should get a clear 
understanding of the situation and continue to seize the 
golden opportunity. 
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Currently the international economy is on the track of 
slow recovery, and regional grouping and trade interna- 
tionalization have been taking shape. Due to a global 
industrial structural readjustment, Western capital and 
technology continue to shift toward the east. Coastal 
enterprises should have a clear understanding of the 
direction and seize this opportunity to vigorously create 
conditions to do a good job in attracting more foreign 
capital to the coastal areas. They should carefully select 
partners for cooperation projects and jointly build more 
enterprises with “three capital sources” to increase the 
ability of the coastal electronic industry to compete. 
They should vigorously attract large companies, finan- 
cial groups, and corporations from the Wes! to invest, 
trade, or build plants in the coastal areas of China so as 
to enable the enterprises of “three capital sources” to 
keep their dominant position in the coastal areas. This 
will make it possible for the coastal electronic industry to 
maintain a fairly high rate of development and great 
momentum of growth. 


Second, it is necessary to further readjust electroric 
product mix to increase comprehensive returns and the 
economy of scale. 


We should admit that quite a few coastal electronic 
enterprises have a small scale of production and weak 
technological forces. They operate on a small scale and 
their crst is high. It is very difficult for them to obtain 
long-term steady orders. These enterprises will gradually 
lose their ability to compete on the international market. 
Because of this, readjusting product mix and developing 
the economy of scale are the inevitable choice for coastal 
electronic enterprises in the face of the resumption of 
GATT membership. 


On the one hand, the coastal areas should focus on 
developing a number of new technologies and products 
which still need to be vigorously developed in China, 
such as mobile communications and program controlled 
switch boards, expand the area of application of elec- 
tronic technology, and improve the current situation of 
over reliance on consumer electronics. On the other 
hand, the coastal areas should develop the advantage of 
existing electronic enterprises, use hot-selling products 
as a guide, organize specialized production and compa- 
nies, carry out the readjustment of existing assets, and 
transfer the right of property. It is necessary to promote 
the forms of enterprise merger, contract, and lease, 
which is a short cut to the expansion of export power. It 
is necessary to support key export enterprises in merging, 
contracting, and leasing disadvantaged or money-losing 
enterprises so as to reallocate productive factors and 
form new export production capacity. In addition, it is 
also necessary to vigorously support well-managed enter- 
prises in carrying out the transformation of share- 
holding system to heip them become public corporations 
which trade stocks on the market to attract social funds 
and expand the scale of enterprise. The forces of produc- 
tion enterprises, foreign trade companies, engineering 
and designing departments, and financial departments 
should be organized, through the share-holding or other 
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systems, into groups to jointly participate in interna- 
tional bidding competition. Foreign trade companies 
(enterprises) should strengthen their integration to form 
foreign trade enterprise groups. Coastal electronic enter- 
prises should also strengthen cooperation with inland 
enterprises to establish mutually complementary enter- 
prise groups that coordinate production bases, assembly 
and production lines, marketing network, and export 
trade. This can reduce duplicate production among 
domestic enterprises, improve the situation where 
trading companies reduce each other’s profits, carry out 
all-directional cooperation with state-owned, township, 
and foreign-funded enterprises in the inland areas of 
China, and push the development of the coastal elec- 
tronic industry to another new level. 


Third, it is necessary to raise the quality of products and 
vigorously develop new varieties and open up new 
markets. 


Quality is the life of products. It is especially important 
after the resumption of GATT membership. Like Vice 
Premier Zhu Rongji [2612 3579 1015] said, the quality 
of product represents national image and spirit. Without 
improving the quality of products and increasing our 
competitiveness, it will be very difficult to adjust to the 
resumption of GATT membership. Coastal electronic 
enterprises should attach great important to this. At the 
same time, they should also pay close attention to and 
follow the latest information in the global electronics 
market, design and improve the pattern of products, 
increase variety, enlarge scale, upgrade products, create 
popular brand, concentrate on pattern, function, and 
packaging, and ensure that products are updated quickly, 
highly functional, aesthetically pleasing, and highly 
entertaining. In addition, it is necessary to vigorously 
open up new international and domestic markets while 
maintaining existing markets, and strive to create con- 
ditions to establish as soon as possible networks 
throughout the world and build new marketing and 
post-sale service channels. 


Fourth, attention should be paid to work involving 
software and intellectual property right. 


After the resumption of GATT membership, the coastal 
electronic industry should pay attention to enforcing the 
law on the protection of software and intellectual prop- 
erty right, understand international and domestic prac- 
tice for software development, vigorously train high- 
level software production personnel, and gradually 
improve and update software editions. This is because 
the eighth round of Uraguay Talks made new definitions 
on the scope of protection regarding intellectual property 
right, which will be included in GATT as a new clause. In 
recent years, the United States used the issue of property 
right to frequently retaliate against China. For instance, 
in 1989, the United States unilaterally stated that it 
suffered a loss of $400 million. Because of this, the 
United States stated that it will exercise trade retaliation 
against 106 Chinese products. Later after numerous 
negotiations, the two nations finally signed the Sino-U_S. 
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Memorandom of Understanding in early 1992. In view 
of this, scientific and technological personne! must 
strengthen their awareness of patent and, on the one 
hand, avoid encroaching upon the patent right of other 
nations and, on the other hand, learn to use patented 
technology to participate in market competition. They 
should also bring suits against other nations for 
encroaching upon our rights and dare to pick up this 
sharp weapon of intellectual property right to defend our 
own legal rights and interests. 


Fifth, conscientious efforts should be made to improve 
investment environment and create conditions for the 
coastal electronic industry to develop to a still higher 
level. 


Only by conscientiously improving the investment envi- 
ronment to attract more foreign investors to invest in the 
coastal areas can special economic zones remain special 
and the coastal electronic industry gradually raise its 
development level and increase its depth, and width. 
This is an important issue worth special studies. After 
the resumption of GATT membership, coastal electronic 
enterprises should pay careful attention to the following 
issues in the course of using foreign capital and 
importing technology. |) The focus of foreign capital and 
technology transfer should be switched from quantity to 
quality and from import to management. 2) The appli- 
cation of foreign capital and technology should be 
expanded to the infrastructure and hi-tech areas. 3) 
Efforts should be made to strengthen the management of 
enterprises with “three capital sources” and make clear 
and unequivocal the stipulations concerning their prop- 
erty rights, form of distribution, procedures of invest- 
ment, and import and export controls. 


POPULATION 


Region-Based Foreign Trade Pattern Discussed 
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[Text] I. Teday’s Regional Foreign Trade Practices and 
Problems 


A. Regional Foreign Trade Development in Brief 


As a result of the devolution of foreign trade rights and 
the further opening up of China to the outside world, 
regional foreign trade has been developing rapidly and is 
wielding increasing influence on regional economic 
development. The relationship between foreign trade 
and the other sectors of the regional economy has also 
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become more intimate. In the coastal areas in particular, 
foreign trade plays an increasingly important, strategic 
economic role. There is already a high degree of partic- 
ipation in international division of labor and exchange, 
and external factors and international markets also con- 
tribute significantly to their economic growth. 


1) The Course of Development of Regional Foreign 
Trade 


For a long time after the founding of the PRC, China’s 
foreign trade remained under a highly centralized con- 
trol system. Foreign trade was centrally managed by a 
handful of specialized foreign trade corporations; per- 
sonnel, finance, and materials were put under central 
control. Except for the ports of Shanghai, Guangzhou, 
Tianjin, Qingdao, and Dalian, no other locality was 
allowed to conduct foreign trade. The interior provinces’ 
foreign trade participation was limited to following the 
State’s procurement and regulation and transfer plans 
(mandatory plans) to purchase locally produced export 
goods and transfer them to the companies in the ports. 
They had to hand all of their export profits and foreign 
exchange over to the state. Therefore, foreign trade had 
little to do with the regional economy and even less with 
local economic interests. In 1974, the state added some 
interior ports and some provinces also opened up ports 
to conduct business on their own, but they remained 
under the centralized control of the specialized foreign 
trade corporations. 


After the Third Plenary Session of the | 1th Party Central 
Committee, guided by the general principle of reform 
and opening up, the restructuring of the foreign trade 
system gradually broadened. In the first stage (1979- 
1987), the state handed down the foreign trade manage- 
ment and administration rights (including import and 
export commodities management rights, foreign 
exchange allocation and utilization rights, and the right 
to examine and approve the installation of import- 
export organizations). The provinces and municipalities 
gradually became import and export management enti- 
ties, and the provincial foreign trade administration 
gradually became an important first-level foreign trade 
administrative organization. The implementation of 
profit retention and foreign exchange retention and 
other policies directly tied foreign trade to local eco- 
nomic interests, and the relationship between foreign 
trade and the local economy grew closer. Many local 
governments began to pay attention to foreign trade 
development. For Guangdong and Fujian in particular, 
with the implementation of special policies and flexible 
measures toward foreign trade in 1979, they were given 
more autonomy, and foreign trade and the local 
economy became inseparable; there was tremendous 
local enthusiasm for developing foreign trade. Foreign 
trade began to play an unprecedented role in promoting 
the development of the local economy. 


The state overhauled the foreign trade system in 1988. 
The foreign trade contract management responsibility 
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system was implemented in full, and foreign trade- 
related financial matters were left to the localities and 
linked to the province-level financial administrations. 
The provinces became the key players in import and 
export management, which made the localities even 
more enthusiastic about developing foreign trade. For- 
eign trade development was included in the overall local 
economic development strategy and plan, creating a 
benign cycle between the localities’ foreign trade and 
economic development. In 1991, on the premise of 
unifying our foreign trade policies, we implemented a 
new system whereby enterprises must take care of their 
own profits and losses, and we further strengthened the 
foreign trade enterprise concept of making their own 
management decisions, taking care of their own profits 
and losses, being responsible for their own development, 
and disciplining their own behavior. The localities began 
to integrate responsibilities, rights, and privileges even 
more tightly as foreign trade developed. This new system 
not only gave play to foreign trade’s positive effects on 
local economic development, it also had a positive effect 
on foreign trade’s own overall development. It is for this 
reason that foreign trade quickly developed in all local- 
ities, and it also gained unprecedented status in local 
economic development. 
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B. Foreign Trade Development in the Coastal Areas and 
Its Strategic Role 


Since 1979, foreign trade has developed at an extraordi- 
mary rate in the 12 coastal provinces, autonomous 
regions, and municipalities. The mix of export products 
has changed dramatically, and dependence on foreign 
trade has grown and has reached a high point. We have 
created a preliminary form of an open economic system. 
Foreign trade has played an extremely important, stra- 
tegic role in local economic development and has greatly 
promoted the economic growth, the upgrading of prod- 
uct-mix, and the overall improvement of economic 
quality in the coastal region. 


1) The coastal region’s foreign trade has increased sig- 
nificantly since 1979, and despite the fairly high export 
base-—its 1978 exports accounted for 92.1 percent of the 
nation’s total export—export still grew at an average rate 
of 13 percent 2 year in the 12 years from 1979 to 1990. 
Newly opened ports such as those in Zhejiang, Fujian, 
and Jiangsu saw even faster increases, at rates of 36.5 
percent, 20.8 percent, and 17.4 percent respectively. 
Even Guangdong’s annual growth rate was 18.8 percent. 





Table 1: Export Increases in Coastal Region 1978-1990 (unit: $100 million) 












































1978 1970 1990 1978-1990 Average 
Increase per Year (%) 

Beijing 2.85 4.15 13.44 13.8 

Tianjin 8.66 12.17 19.09 6.8 

Hebei 2.76 4.18 16.78 16.3 
Liaoning 15.18 25.96 55.88 11.5 
Shanghai 28.93 36.70 $5.24 5.6 

Jiangsu 4.18 6.21 28.73 17.4 
Shandong 8.30 13.05 34.17 12.5 

Fujian 1.90 2.47 22.24 20.8 
Guangdong 13.98 17.18 110.15 18.8 
Guangxi 2.49 2.87 7.31 9.4 

Hainan - 5.01 

Total 89.76 125.87 390.15 13.0 

Percent of Nation's 92.1 92.2 74.9 

Export 

















Source: Compilation of Foreign Trade Statistics (1950-1989) and China's Foreign Economic and Trade Yearbook (1991) 





As more interior ports opened up to conduct business 
on their own, the coastal region’s share of the total 
export volume dropped steadily—from 92.1 percent 
in 1978 to 72.3 percent in 1988, with a slight increase 
after 1989. This change in the export pattern was very 
closely tied to the progress made in the restructuring 
of the foreign trade system. Prior to 1988, with the 
massive devolution of foreign trade management 
rights, the distribution of exporting regions spread 
very quickly from the few old coastal ports to the 
hinterland. After 1988, as the restructuring of the 
foreign trade system deepened, and with the imple- 
mentation of the coastal economic development 


strategy, and in particular, with less restrictions put 
on the division of labor in foreign trade management 
and more rigid restrictions put on the budgets of 
foreign trade enterprises, the foreign exports of 
coastal areas began to increase faster than those of the 
hinterlands, and their export as a share of the nation’s 
total export also rebounded. Customs Administra- 
tion’s statistics show that the coastal region’s total 
export in 1991 topped $58.4 billion, accounting for 
81.21 percent of the nation’s total export volume. 
This proved that the thorough restructuring of the 
foreign trade system, especially the decontrol of 
export management, had a positive effect on giving 
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play to the coastal region’s export superiority and 
helped to make the regional division of labor in 
foreign trade more rational. 


Since reform and opening up, dramatic changes in the 
export-mix have happened faster in the coastal areas 
than in the rest of the country, which helped them realize 
the first goal in the optimization of the export product 
mix, which is to turn from exporting predominantly 
primary products to predominantly manufactured 
goods. In 1989, the export of manufactured goods 
accounted for 67.3 percent of the region's exports, 2 
percentage points higher than the national average. Spe- 
cifically, for Beijing, Shanghai, Tianjin, Guangdong, and 
Jiangsu, manufacturea goods made up as much as 87.7 
percent, 87.5 percent, 79.7 percent, 78.5 percent, and 
78.3 percent respectively of the export mix. Manufac- 
tured goods also accounted for a higher- 
than-national-average share of Liaoning’s and Shan- 
dong’s exports, if «= ~.clude petroleum. If we look at the 
share of manufactured heavy industrial and chemical 
products, although the figure is slightly lower than the 
national average, if we take the figure for ordinary goods 
as the base, excluded petroleum, manufactured heavy 
industrial and chemical products as a share of total 
export is actually fairly significant. This means the 
coastal region has also achieved the second goal in 
changing the export product mix—to turn from the 
export of crudely processed manufactured goods with 
little added-value to primarily deeply processed goods 
with high added-value. The coastal region’s export of 
light and textile products as a percentage of its total 
export is 4.4 percent higher than the national average. 
This reflects the characteristics of China’s export prod- 
uct-mix which is spearheaded by light and textile prod- 
ucts, and this is more obvious in the coastal region than 
in the hinterland. This is especially true for Shanghai, 
Beijing, Jiangsu, Guangdong, Fujian, Tianjin, and Zhe- 
jiang where the export of manufactured light and textile 
industrial products accounted for 66.1 percent, 63.1 
percent, 60.8 percent, 50 percent, 49.7 percent, 52.9 
percent, and 51.2 percent, respectively, of their total 
exports. The coastal region’s export of manufactured 
goods as a percentage of its total export continued to 
increase in 1990 and 1991; the products have became 
even more finely processed, their added-value even 
higher, and foreign trade’s economic efficiency has also 
improved. 


2) Growing dependency on foreign trade: MOFERT 
[Ministry of Foreign Economic Relations and Trade] 
business statistics show that, in 1990, the 12 provinces, 
municipalities, and autonomous regions’ dependency 
rate on foreign trade was 26.97 percent, nearly 4 per- 
centage points higher than the national average. Guang- 
dorg, Shanghai, Tianjin, and Liaoning were especially 
so; their export dependency was 20.31 percent, 6.24 
percentage points higher than the national average (see 
Table 2). 
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Table 2: The Coastal Region's Foreign Trade Dependency 















































in 1990 (%) 
Foreign Trade | Export Depen- | Import Depen- 

Dependency dency dency 
Beijing 16.85 12.76 4.09 
Tianjin 38.11 28.76 6.35 
Hebe 8.15 7.25 0.90 
Liaoning 31.04 27.61 3.43 
Shanghai 47.62 34.46 13.16 
Jiangsu 13.43 10.72 2.71 
Zhejiang 14.86 13.16 1.70 
Fuyian 20.28 14.31 5.97 
Shand ing 15.28 12.76 2.52 
CGuanyjdong $4 51 35.82 18.69 
Guangxi 1i3t 9.50 1.81 
Hainan 46.95 23.60 23.35 
Average 26.97 20.31 6.66 
National 23.00 14.07 8.93 
Average 














Note: Based on 1990's average exchange rate of $1 = 4.78 RMB. 
Source: China Foreign Economic and I rade Yearbook (1991) 





This means that 2s a result of its rapid foreign trade 
development, the coastal region’s economy is increas- 
ingly displaying the characteristics of an export-oriented 
economy. The depth and width of its participation in 
international division of labor and exchange have greatly 
increased. Its economic system and the international 
markets have become inseparable. Foreign resources and 
key elements have become important factors in the 
coastal region’s source of supply, and the international 
markets’ demand is a strong motive force behind these 
areas’ economic development. The coastal region’s light 
and textile industries and some of its heavy and chemical 
industries have become export industries with direct 
contacts with the international markets. Foreign trade 
development has an extremely important strategic 
impact on these industries as well as on the economy of 
the entire region. 


Customs Administration's statistics show that in 
1991 the 12 coastal provinces, municipalities, and 
autonomous regions’ export dependency rate was 
about 30 percent, nearly 10 percentage points higher 
than the national average. Because of the quick 
rebound in import in 1991, even their import depen- 
dency was over 20 percent. These figures reflect even 
more accurately the degree of their participation in 
international division of labor and exchange. China’s 
economy can no longer be separated from the world 
economy. Relatively speaking, this is reflected mainly 
in the coastal economy’s high degree of dependency 
on the international market and its intimate relation- 
ship with the world economy. Foreign trade is indeed 
the bridge that links the coastal economy to the world 
economy. 
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3) Foreign trade’s contribution to economic growth: 


Since reform and opening up, foreign trade’s contribu- 
tion to the coasial areas’ economic development has 
been growing steadily, reaching a peak in the last two 
years. Faced with sluggish domestic demand and 
increasing competition from the interior provinces and 
municipalities, the coastal region must depend primarily 
on expanding the international market and participation 
in international competition to sustain its economic 
growth. Shanghai, Liaoning, and other old industrial 
bases are depending mainly on expanding export and 
importing raw materials to sustain steady economic 
growth. Guangdong, Fujian, Shandong, Zhejiang, and 
Hainan are even more dependent on export expansion to 
achieve rapid economic growth. Relevant analyses show 
that there is a fairly high correlation between the coastal 
region’s rate of economic growth and the increase in 
imports and exports. Experts who analyzed the multiple 
regression on the coastal region’s economic growth sug- 
gest that export expansion contributes far more to eco- 
nomic growth than import substitution. This also says 
that the coastal region has embarked on the track of 
export-oriented economic development. The pattern of 
economic growth has reached a turning point: foreign 
trade has become the main force behind economic 
growth. 


C. The Development and Changing Status of the Hinter- 
laad’s Foreign Trade: 


‘ince reform and opening up, instead of only supplying 
gvods to the coastal ports as in the past, the interior 
provinces and regions have opened up to conduct busi- 
ness on their own. The reiationship between foreign 
*-ade and the local economy has grown much closer. In 
particular, since *‘:e comprehensive implementation of 
the foreign trade contract management responsibility 
system and the devolution of foreign trade financial 
power in 1988, the interior provinces and regions have 
been more enthusiastic about developing foreign trade 
than ever before. They have paid more attention to 
bringing into play foreign trade’s positive role in pro- 
moting regional economic development, technological 
progress, and adjustment of the industrial structure. The 
accelerated pace of foreign trade development and the 
high degree of dependency on foreign trade have raised 
the status of foreign trade in regional economic develop- 
ment. 


1) Foreign trade development has speeded up since 
1979. Since the 18 interior provinces and regions opened 
up their own ports to do business, exports have surged. 
Export volume increased from $686 million in 1978 to 
$13.074 billion in 1990, increasing at an annual rate of 
27.8 percent, exceeding by far the national average (15 
percent). Their share of the nation’s total export 
increased from 7.04 percent in 1978 to 25.10 percent in 
1990, increasing 18.06 percentage points. At the same 
time, the export product-mix has also improved dramat- 
ically. In 1989, nearly 60 percent of the exports were 
manufactured goods, thus basically achieving the first 
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goal in optimizing the export product mix. The years 
1990 and 1991 saw further improvement in the export- 
mix: the share of manufactured goods increased some 
more, the export of fine-processed and high added-value 
products also increased, and foreign trade's economic 
efficiency also improved accordingly. 


2) The hinterland has become more foreign trade depen- 
dent: Foreign trade's ability to promote economic devel- 
opment is increasingly obvious. Rough data show that in 
1990, export dependency of the 18 interior provinces 
and regions was 7.25 percent (10.04 percent and 8.6 
percent for Jilin and Heilongjiang respectively), their 
import dependency rate was 5.80 percent. The national 
economy's overall foreign trade dependency was 13.05 
percent. Even though compared to the coastal region, 
there is still substantial difference, compared to the early 
days of reform and opening up, the rate has increased 
substantially. The development of import and export 
trade has made it possible for the interior provinces to 
Participate in international competition and bring in 
outside resources and technologies, and these in turn 
have also vigorously raised the hinterland’s economic 
and technological level and promoted its economic 
development. 


If, in the future, the interior provinces and region hope 
to form a benign cycle between foreign trade and eco- 
nomic development, they must smash regional foreign 
trade protectionism, reduce foreign trade’s regional 
overtone, and remove the restrictions on trans-regional 
foreign trade management. They must give full play to 
the market mechanisms’ regulatory role, take advantage 
of the different provinces and regions’ superior location 
in export production and management, and create a 
specialized export commodities production system 
based on division of labor and a foreign trade manage- 
ment division of labor system that lifts regional restric- 
tions and integrates comprehensiveness and specializa- 
tion. Of course, this would require corresponding 
reforms in the foreign trade system. 


Il. The Basic Characteristics and Manifestations of 
Region-Based Foreign Trade Practices at the Present 


The restructuring of the foreign trade system in China 
follows the same line of thinking as the restructuring of 
the entire economic system, which is to “devolve power 
and yield profit.” The focal point is on mobilizing all 
positive factors. This kind of thinking is vital at the start 
or at the initial stage of reform, and it is also very 
effective. But at some stage, if the reform steps and 
measures still dwell too much on the delineation of 
central versus local jurisdiction and interests and do not 
emphasize market-oriented reform to radically change 
the economy's (foreign trade's) working mechanisms and 
regulatory methods, it will easily give rise to economic 
“localism” (some people describe it figuratively as “war- 
lord economy”), and we will lose control at the macro 
level, creating a vicious cycle where “decontro! means 
chaos and control brings rigidity.” The restructuring of 
the foreign trade system made devolution of power and 
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yielding of profits its breakthrough point. Readjustment 
and redistribution of foreign trade jurisdiction and inter- 
ests were the most important part of the early stage 
reform. In the thorough reform stage (1988-1990), we 
basically continued to follow this line of thinking. We 
were slow to change the foreign trade mechanisms, and 
enterprise reform did not make much progress. As a 
result, as the central government handed down foreign 
trade rights to the lower levels, the localities gained more 
and more power, and local authorities began to interfere 
excessively in foreign trade companies under their juris- 
diction. This was also the crucial reason for the wide- 
spread separatist regional foreign trade practices during 
the three-year contract management period. 


If the main feature of the restructuring of the foreign 
trade system at that stage was devolution, then the basic 
characteristic of foreign trade practices could be 
described as “localism.” This means the creation of 
independent local foreign trade districts based on 
administrative jurisdiction, and economic ties and divi- 
sion of labor and cooperation among these districts were 
artificially severed; local authorities were key links in 
foreign trade administration but in a certain sense, they 
were also business entities. 


The origin of this kind of “localism” can be traced to the 
following: One, the planned system. Prior to reform and 
opening up, local authorities had no part in the state’s 
foreign export plans; they were primarily the decision of 
a handful of specialized foreign trade companies. The 
localities only took care of the procurement and transfer 
and allocation of goods for export. After reform and 
opening up, as some foreign trade management rights 
were handed down, the localities began to have some say 
in the export plans. With thorough reform, the localities 
began to play an increasingly bigger part in making 
export plans. With the comprehensive implementation 
of the foreign trade contract management responsibility 
system in 1988, local units took over 70 percent of the 
nation’s export plans. They became the principle parties 
responsible for the state’s export plans. This change in 
the planning system was the basis for today’s region- 
based foreign trade practices. 


Two, the foreign trade management system: Since 
reform and opening up, local foreign trade rights have 
continued to grow, but one basic principle has not 
changed; that is, localities can only manage local import 
and export businesses; they cannot cross regional bound- 
artes. Even the old coastal vorts and the SEZ’s are no 
exception. Somie departn.ents in charge use licenses, 
quotas, and plans, and set up their own foreign trade 
enterprises and resort to other administrative measures 
to ensure compliance with this principle. When checking 
and approving new foreign trade enterprises, they care- 
fully verify the management scope and product catego- 
ries and will allow only the import and export of prod- 
ucts that comply with local regulations. Their plans and 
quotas are allocated according to the place of produc- 
tion; no license will be issued to those trying to exceed 
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their management scope (including trans-regional man- 
agement). Such foreign trade management system fosters 
local overtone in foreign trade management and is an 
important factor creating today’s region-based foreign 
trade practices. 


Three, the foreign exchange system in foreign trade: 
Before reform and opening up, all foreign exchange 
earned from exporting had to be handed to the state. 
After reform and opening up, we implemented a foreign 
exchange retention system. As reform expanded, the 
percentage of foreign exchange retained by localities and 
local-run enterprises also expanded. When the contract 
management responsibility system was installed in | 988, 
80 percent of the extra-base foreign exchange income 
earned through exporting was kept by the localities and 
locally run enterprises. Since 1991, 80 percent of all 
foreign exchange earned through exporting has been kept 
by the localities and local-run enterprises, but the state 
has priority in purchasing 30 percent of the foreign 
exchange. The localities and their enterprises are free to 
spend their retained foreign exchange as they see fit. The 
localization of foreign exchange allocation and utiliza- 
tion is also one factor contributing to today’s region- 
based foreign trade practices. 


Four, the foreign trade financial system: Before the 
comprehensive implementation of the foreign trade con- 
tract management responsibility system in 1988, foreign 
trade finances had always been controlied vertically 
from the top down; profits and losses were the central 
government's responsibility. In 1988, foreign trade 
financial matters ceased to be the Ministry of Finance's 
responsibility and were taken over by local financial 
administrations. Export subsidies were eliminated in 
1991, but the financial system remained unchanged. The 
devolution of financial power met the needs of China's 
regional economic practices and became the mainstay of 
today’s region-based foreign trade practices. 


The localization of foreign trade practices have produced 
two effects: First, there are the positive effects. Foreign 
trade that had nothing to do with the local economy ts 
now closely tied to the local economy. This encourages 
the localities to develop foreign trade and helps to 
reunite industry and commerce and I:nk production to 
sales. It helps to bring foreign trade's positive role into 
play to promote local economic development, raises the 
economir standard, accelerates technological progress, 
stresses che adjustment of the industrial structure, and 
improves economic efficiency, and in turn it promotes 
comprehensive local economic development. The other 
side is the negative effects. Because implementation of 
market-oriented reforms have been slow, localization of 
foreign trade practices artificially carves up the unified 
commodity market at home and obstructs the normal 
economic relationship among the east, central, and 
western regions and among the localities, resulting in the 
over-expansion of industries that process light industrial 
goods for export. It encourages the regions to build 
identical export industries with identical product mixes 
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and heightens the internal competition among them- 
selves, which jeopardizes China’s trade conditions and 
leads to loss of economic efficiency. Localization of 
foreign trade practices also fails to bring out the old 
coastal ports’ superior t abilities and creates 
a “fanmatai [0646 7456 1132] effect” that violates the 
commodity economy’s law of competition: Resources 
are not concentrated in the hands of the superior but are 
diverted to the inferior regions. In addition, localization 
of foreign trade practices also makes foreign trade mac- 
roeconomic regulation and control more difficult. It 
often prevents the use of economic levers for regulation 
from achieving the intended goals and makes the use of 
administrative measures indiscriminate and overly rigid. 
putting macroeconomic regulation and control in a 
dilemma. 


The opposing effects of the localization of foreign trade 
practices have different manifestations at different times 
and in different regions. Generally speaking, in localities 
where the commodity economy is developing fairly 
rapidly and economic reform is making good progress, 
enterprises and producers tend to have greater 
autonomy, with fewer local government intervention, 
and the aforementioned positive effects tend to be pre- 
cominant. This is true in some coastal areas that are 
economically well developed and where reform has 
made bigger strides. Conversely, some interior provinces 
and municipalities, especially the backward border and 
remote provinces and municipalities, are examples 
where the negative effects are more obvious than the 
positive effects. Overall, in the early stage of the restruc- 
turing of the foreign trade system, the positive effects 
played a bigger role; the negative effects were less 
apparent. But as reform increased, the above negative 
effects became increasingly obvious and continued to get 
worse. These effects should not be underestimated. But 
no matter what, in this special historical period of the 
deuble-track system, the positive effects of localization 
of foreign trade practices are still primary and the 
negative effects are secondary. The fact that foreign 
trade has achieved such high rate of growth since reform 
and opening up proves this point. 


III. Regional Foreign Trade Practices’ Main Problems 


Specifically, localization of foreign trade practices has 
produced the following problems or has helped to pro- 
duce the following phenomena: 


A. Regional separatism in foreign trade: Following the 
restructuring of the forcign trade planning system, the 
management system, and foreig. trade’s foreign 
exchange system and financial system, the phenomenon 
of regional separatism gradually emerged. It peaked in 
1988 with the implementation of local contracting of 
foreign trade and subsided somewhat in 1991 with the 
implementation of the new system that made foreign 
trade enterprises responsible for their own profits and 
losses. Regional separatism is a prominent manifestation 
of the localization of foreign trade practices; all the other 
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problems are more or less related to it. Regional sepa- 
ratism is manifested in the export production and circu- 
lation links, including obstructions in trans-regional pro- 
curement of export goods, trans-regional circulation of 
scarce raw materials essential to export production, 
trans-regional division of labor and cooperation in 
export production, and obstructions in the forging of 
lateral ties in the foreign sales links. The greatest defect 
of regional separatism in foreign trade is that it artifi- 
ciaily severs the close tie among the regions, which in 
turn produces a series of other problems. The result is 
lower economic efficiency, which hurts the state’s overall 
interests. 


B. Trans-regional purchases of important raw materials 
for producing export goods are not possible, leading to 
less-than-optimal allocation of resources and the irra- 
tional phenomenon of side-by-side importing and 
exporting: Because the planned export responsibilities 
are inflexible and prices of raw materials are unreason- 
able, and because less and less raw materials needed by 
export processing industries in the coastal areas which 
used to be transferred and allocated directly from the 
interior under the state’s mandatory plans are available 
today as the volume of planned transfer and allocation 
shrinks and fewer deliveries are made despite the man- 
datory plans, and meanwhile the localities’ attempts to 
procure their own raw materials are thwart by the 
interior provinces’ regional protectionism, resources are 
flowing from the superior regions to the inferior regions, 
leading to the less-than-optimal ailocation of resources. 
At the same time, in order to guarantee completion of 
their export duties, the coastal areas are forced to rely on 
imported raw materials, and as a result, raw materials 
are exported by the interior provinces while being 
imported by the coastal provinces, or worse yet, some 
raw materials are purchased back by us from foreign 
merchants who are making a easy profit. This kind of 
regional protectionism also results in the export of more 
crudely processed products and a poorer export product- 
mix. 


C. Duplicative export processing industries: In order to 
guarantee the completion of their planned export respon- 
sibilities and earn more foreign exchange and gain some 
comparative advantages, the interior provinces and 
municipalities have taken up light industrial goods pro- 
cessing projects en masse. They take advantage of their 
own local raw materials and labor forces to increase the 
export of light and textile products. Meanwhile, the 
coastal region’s processing capacity is idled, and some 
mainstay, state-run enterprises are not in full production 
for want of raw materials. Too many duplicative projects 
result in serious waste. This was especially true in 
1986-1988: during the three-year contracting period 
between 1988 and 1990, a similar situation also 
occurred. 


D. Identical export product mix: Driven by material 
gains, the interior provinces and municipalities have 
taken on many light and textile export product pro- 
cessing projects of similar technological standards. They 
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all produce low- to intermediate-erade products, creating 
an almost identical export industrial structure and prod- 
uct-mix around the country. This results in excess com- 
petition among the regions, which not only undermines 
foreign trade’s economic efficiency but also makes 
export management much more difficult to coordinate. 


E. Bidding up prices to make a purchase; cutting prices 
to make a sale: Bidding up prices in a mad rush to buy in 
f2 4 is an attempt to counter the regional separatism in 
foreign trade for the sake of material gains. Simply put, 
there are three reasons for such behavior: One, raw 
material-type commodities and some agricultural and 
sideline products are under-priced in the domestic 
market, making exporting very lucrative. Two, regional 
foreign trade policies are not equal, and so some regions 
can afford to pay a much higher price for those products 
for export. Three, in order to fulfill their export duties, 
governments in the production areas may be forced to 
absorb painful losses to protect the source of local 
exports. In addition, foreign trade enterprises’ soft 
budget constraint also encourages them to bid up the 
purchase price of raw materials regardless of production 
cost. It is exactly the combined effects of the above 
factors that price wars caused by mad rushes to buy have 
erupted again and again, and they are getting increas- 
ingly violent. This kind of panic buying disrupts normal 
export management order and results in huge export 
losses. It often produces false signals to the export 
producers (peasant households,) making the production 
of some goods very volatile, and ultimately it is the 
peasants who suffer the consequences. To basically hait 
this kind of panic buying, we must eliminate the unfair 
competition and put enterprises under rigid budget con- 
straini. 


Price-cutting to make a sale, on the other hand, is the 
negative effect caused entirely by the localization of 
foreign trade practices. China's interior ports were born 
out of the coastal ports; their products, foreign markets, 
and customers are similar. Efforts to capture markets 
and customers have resulted in heated competition and 
repeated price-cu’ting of some major export goods, 
which enriches ovhers at our own expense. Meanwhile 
some foreign nations have imposed anti-dumping or 
anti-subsidy taxes on some products which subsequently 
have to be withdrawn from the international market. 


F. Deteriorating trade conditions: Regional separatism 
in foreign trade and excessive internal competition have 
caused China’s foreign trade conditions to deteriorate. 
Despite improvements in the export product-mix, we 
have not turned the situation around. Deterioration in 
foreign trade conditions means that we need more export 
goods today to obtain the same amount of imported 
goods we used to, and it also implies a decline in foreign 
trade’s economic efficiency. The three-year contract 
period (1988-1990) marked the peak of localization of 
foreign trade practices, and it was also a period of 
marked deterioration in trade conditions. This shows 
that there is a definite correlation between the two (see 
Table 3). 
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Table 3: Index of Trade Conditions (1980= 100) (%) 

1980 1987 1988 1989 1990 
Index of Trade 100 105.4 90.7 82.4 96.6 
Conditions 
Source: Chinese Foreign Economic and Trade Yearbook (1991) 





























G. Duplicate importing: Since reform and opening up, 
redundant importing has run rampant. It has given rise 
to a crisscrossed and tangled industrial patiern and has 
led to absence of economies of scale and poor resource 
allocation. This kind of redundant importing is due 
mainly to the “warlord economy.” Localization of for- 
eign trade practices has created the conditions for redun- 
dant importing of certain goods. Some redundancy is 
caused by the poor technology-import management 
system and careless examination and approval proce- 
dure; some are due to the devolution of foreign trade 
management and administration power. But the real 
problem actually lies in the improper regional economic 
mechanisms created by our existing financial system and 
planned system. 


H. The coastal old ports’ superior foreign trade manage- 
ment ability cannot be brought into play: several large 
old coastal ports have been in the foreign trade business 
for decades; they have accumulated a lot of experience, 
amassed many trained and experienced personnel, and 
have acquired strong management capability, smooth 
foreign sales channels, and good foreign trade reputa- 
tion. They have many management advantages. But in 
the wake of the restructuring of the foreign trade system 
and the development of regional separatism, more and 
more foreign trade has shifted to the interior ports, 
making it increasingly more difficult to bring the old 
coastal ports’ superior factors into play. In particular, in 
the three-year contract management period, increased 
protectionism over the supply of local export products 
put the coastal ports in a predicament because they had 
no source of export goods. Diversified foreign trade 
management may be a stage we must go through when 
restructuring the foreign trade system, it 1s necessary and 
may even have positive effects, but looking at the final 
goal, foreign trade management must be concentrated in 
the hands of the superior companies. Some foreign trade 
enterprises that cannot compete gradually must be elim- 
inated, so that eventually we will have proper division of 
labor in foreign trade management which gives play to 
the law of survival of the fittest. Thus, when the restruc- 
turing of the foreign trade system reaches a certain stage, 
we must basically change our current principle and 
method of division of labor in foreign trade manage- 
ment, gradually lift the restrictions on trans-regional 
management, pay more attention to giving play to the 
coastal region's foreign trade advantages, and create a 
reasonable system of division of labor in management 
under the conditions of fair competition. 


I. Difficulty in forging lateral ties within the foreign trade 
system: The localization of foreign trade makes the 
division of labor and cooperation detween the coast and 
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the hinterland difficult to sustain. Take some raw mate- 
rial-type products and agricultural and sideline products 
for example. They used to be crudely processed and 
sorted in the hinterland and then transferred to the 
coastal ports for in-depth processing before being 
exported. Today, because the interior provinces want to 
make sure that their own export tasks are fulfilled so that 
they can reap their share of the profit, they are directly 
exporting the crudely processed or sorted products 
abroad. This not only reduces our foreign exchange 
income but also lowers our trade efficiency. 


J. Internalization of export production increases the cost 
of export resources. In the wake of the restructuring of 
the foreign trade system and the localization of foreign 
trade practices, in order to guarantee completion of their 
export tasks, foreign trade companies have come to 
internalize export production, hoping that internaliza- 
tion can take over the functions of mandatory export 
procurement and transfer and allocation plans, so that 
their supply of export goods is assured. In addition, 
foreign trade companies in the coastal old ports now find 
that many of the channels that used to supply them with 
export goods are blocked, and they too must internalize 
their export production by setting up supply bases in the 
interior provinces, developing joint ventures, and 
building new processing bases and allied enterprises 
locally, so that they can guarantee their steady supply of 
export goods. 


The effects of internalization of export production are 
two-pronged. On the one hand, with today’s economic 
mechanisms, internalization guarantees steady supply of 
export goods, promotes specialization in export produc- 
tion, improves product quality, increases the export 
goods’ competitiveness in the international market, mit- 
igates the negative effects of the overheated domestic 
economy on exports, and forges a close relationship 
between industry and commerce, and in turn these 
factors have played a positive role in the expansion of 
China’s export in recent years. On the other hand, the 
internalization of export production also has some neg- 
ative effects. Since management mechanisms in the old 
enterprises have not changed and the large- and 
medium-sized state-run enterprises are not motivated to 
develop exports, most foreign trade companies are more 
willing to join forces with township enterprises and are 
willing to start new projects but are not interested in 
improving the old enterprises, and this tends to 
encourage redundant construction within local areas. 
The joint ventures with township enterprises have a 
positive effect on expanding export and promoting rural 
economic development, but in refusing to work with the 
large urban industries and failing to give play to the large 
industries’ superiority in export production, it under- 
mines the proper division of labor in export production 
and obstructs efficiet.t resource allocation. The com- 
bined effects of the above two factors are higher cost of 
resources for China’s exports, and lower foreign trade 
economic efficiency and social benefits. 
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K. Over-protection against foreign imports results in 
less-than-optimal division of labor. Prior to 1979, 
China’s economy to a very large extent was a closed 
economy. The single mandatory import plan was highly 
protective of the domestic market, which was completely 
cut off from the international market. International 
competition basically had little effect on domestic enter- 
prises, and international competitive mechanisms had 
little effect on the industrial structure and regional 
distribution. As reform and opening up became more 
thorough, and especially with the advancement of the 
restructuring of the foreign trade planning system and 
the adjustment of other related foreign trade policies, 
China’s market opened up more, the format and extent 
of import protectionism changed, and import competi- 
tion began to have a definite effect on the domestic 
enterprises. The barrier between the domestic market 
and international market was broken down, and some 
enterprises began to immerse themselves in interna- 
tional competition, especially export competition. The 
introduction of international competition has positive 
effects on the adjustment of the industrial structure and 
the improvement of the regional layout. But on the other 
hand, compared to how much China’s industrial strength 
has increased and the economic-technological standards 
have risen since 1979, China’s market is still slow in 
opening up to the outside world; there is still too n-uch 
protection against imports. The restructuring of the 
import system has made some progress, but it still has 
not kept up with the times. Control is still too broad and 
too rigid, and we are not using economic measures 
properly to regulate import. Excessive import protection 
undermines international competition, especially the 
positive effects of import competition, so that many 
inefficient and wasteful, backward enterprises cannot be 
promptly eliminated. It diminishes outside pressure to 
make structural adjustment of the stock of goods, 
obstructs the transfer of factors of production from the 
inferior to the superior enterprises, and hinders the flow 
of resources to the relatively superior regions, and in 
turn it prevents proper regional economic division of 
labor. Thus today’s less-than-optimal regional economic 
layout has survived and persevered in the complete 
absence of outside pressure. 


[30 Jun 93 pp 2-6] 


[Text] II. Regional Foreign Trade Improvement Goals 
and the Direction of Further Reform of the Foreign Trade 


System 


The above described probiems in the regional foreign 
trade mechanisms are caused by the foreign trade system 
and policy but also by the economic mechanisms, and 
they are also caused by the improper mix of the stock of 
goods. These factors in turn affect each other and 
together they affect the region-based foreign trade mech- 
anisms. But in the final analysis, the problems are caused 
by the lack of market-oriented reform. Therefore, to 
truly solve the above problems, we must accelerate the 
implementation of comprehensive market-oriented 
reforms in the economy as a whole and in the foreign 
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trade sector, so that China’s economy and foreign trade 
can gradually embark on the right track and rely on 
market regulations. 


A. Regional Foreign Trade Practices Improvement 
Goals 


Summing up our experiences in export production and 
foreign trade management over the last several decades 
and especially since reform and opening up, and learning 
from the valuable lessons of other nations around the 
world, if we truly want to act according to the law of 
value and other economic laws, the improvement of 
China’s regional foreign trade practices must achieve the 
following goals: 


1) Make the regional division of labor in export produc- 
tion reasonable: We need to consider the localities’ 
natural resources, economic and technological stan- 
dards, and the allocation of key factors of production, 
and under the conditions of perfect competition, we 
should set up an export commodity production system 
that best take advantage of the localities’ superior geo- 
graphic location to make each region’s production of 
export commodities highly specialized. The premise for 
proper regional! division of labor in the production of 
export commodities is the removal of all obstructions in 
the circulation of resources and key factors of production 
among the regions to create a unified, highly efficient 
national commodity market. Proper regional division of 
labor in export commodities production will facilitate 
the improvement in overall export efficiency. 


2) Rid foreign trade management of administrative 
interferences: Under the conditions of a well-developed 
commodity economy, foreign trade will be purely an 
enterprise-based activity, the central and local govern- 
ment should not directly take part in its management. 
There should be no regional boundaries in the division 
of labor in import and export management, and the 
trans-regional management of foreign trade is not only 
legal but proper. Generally speaking, foreign trade com- 
panies’ business should have no boundary. Internally 
they will deal directly with the nation’s markets, and 
externally they will face the international markets. 
Because of limited ability, some foreign trade companies 
may limit their activities to a specific region, but there 
should be no laws or policies to restrict their trans- 
regional business activities. It is our goal to achieve this 
kind of regional division of labor in foreign trade in the 
future. But for now, because of the strong administrative 
overtone in China’s foreign trade system, we must stop 
at ridding foreign trade management of all administra- 
tive interferences, but in fact our goal includes operating 
foreign trade as an enterprise and removing the bound- 
aries in the division of labor in foreign trade. 


3) Integrate regional production and trade: Given the 
conditions of a well-developed commodity economy, 
there should be close ties and harmony between produc- 
tion and trade. The larger manufacturers should directly 
handle their own import and export businesses; some 
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should even engage in trans-national business activities. 
The small- and medium-sized manufacturers generally 
may employ different types of import and export agents. 
But the right to make import and export decisions and 
the profits still belong to the manufacturers. Some for- 
eign trade companies can be pure trading companies 
with specialized management rights; others can be com- 
prehensive trading companies that do business at home 
and abroad and also engage in production, finance, and 
other services. In short, the integration of production 
and trade means there is no separation and no barrier 
between production and trade. China’s regional foreign 
trade practices should gradually achieve the goal of 
integrating production and trade. 


4) Optimize regional allocation of resources under the 
conditions of an open economy: As China increasingly 
opens up its economy to the outside world, its economic 
development is also beginning to change from a closed 
mode to an open mode. Optimal regional resource 
allocation is no longer restricted by the nation’s bound- 
aries; outside factors must be brought into play, and 
what is optimal must be judged in terms of the world 
economy. Given the conditions of an open economy, 
optimal regional resource allocation in fact is a question 
of how to optimize the allocation of resources among the 
regions after bringing foreign trade and other outside 
variables into play. Looking at China’s current regional 
economic practices, optimization implies the following: 
One, the elimination of redundant importing and con- 
structions; two, the creation of proper division of labor 
and lateral ties in the regional economies and in foreign 
trade: three, the maximization of regional economic 
efficiency by formulating proper regional economic pol- 
icies and industrial policies; four, the dynamic optimi- 
zation of regional economic development under the 
conditions of an open economy, which primarily refers 
to nurturing and developing dynamic industries and 
gaining dynamic comparative advantage by partici- 
pating in international division of labor and exchange. 


5) Optimize regional import and export commodity 
mixes: Based on each region’s resource endowment and 
economic and technological standards and the needs of 
international competition, we should choose import and 
export mixes that best give play to the regional economic 
advantages and maximize the static as well as dynamic 
comparative advantages. Using the current import and 
export mixes as a Starting point, primarily, we should 
gradually create the conditions to change the identical 
regional export mixes, increase the technica! contents of 
the better-developed regions’ export commodities, and 
generate an export-mix of higher-grade products with 
higher add-value, and then we can gradually develop a 
diverse regional export commodity mix. 


II. Direction of Further Restructuring of the Foreign 
Trade System 


In order to basically solve the regional foreign trade 
problems and achieve the goals in the optimization of 
regional foreign trade practices, we must go one step 











26 ECONOMIC 


further to restructure the foreign trade system to bring 
the regulatory effects of the market mechanisms into 
play, and in speeding up the market-oriented reform, we 
should gradually create new foreign trade mechanisms 
that let the market's regulatory effects lead the way. 
Because there is a close relationship between the foreign 
trade system and other aspects of the economic system, 
the restructuring of the foreign trade system must be 
coordinated with other reforms and be implemented as a 
whole package. We should take into consideration the 
progress of economic re‘. "mm, our further opening up to 
the outside world, and the needs and possibilities of the 
development of the national economy and foreign trade, 
and gradually give prominence to the new foreign trade 
system that integrates the state’s macroeconomic regula- 
tion and control and the market’s regulatory effects, and 
then we can attain the various goals in optimizing the 
regional foreign trade practices and promote regional 
economic development in the most effective way. Below, 
we will discuss various aspects concerning the direction 
of the further restructuring of the foreign trade system: 


A. The foreign trade planning system: Foreign trade 
planned management should gradually shift its emphasis 
to the regulation of the total export and import volume 
and mix. Primarily we should use economic levers and 
industrial policies to help us reach the import and export 
targets, guarantee balance of international payments, 
and facilitate the optimization cf the import and export 
mixes. We should gradually reduce the product catego- 
ries currently under mandatory planning; the handful 
that must be controlled should be managed by quota 
instead. The import and export of the few commodities 
that have an impact on the national economy and the 
people’s livelihood and goods that are especially sensi- 
tive to the international market which must be con- 
trolled may be managed by quotas and licenses to ensure 
normal management order. Management by quota and 
license should gradually become more scientific, stan- 
dardized, and open. The quotas should eventually be 
allocated directly to enterprises based on the principle of 
open selection of the fittest, changing today’s method of 
handing out foreign trade contracts piece by piece. When 
conditions are ripe, the state should no longer hand 
down import and export plans to the localities; it should 
no longer check on the localities’ progress in completing 
their import and export tasks. The state’s import and 
export plans will be for guidance only. Primarily the state 
will use economic levers to guide enterprises to reach the 
import and export targets. The localities should rely on 
scientific forecasts to formulate their own import and 
export plans according to local economic conditions, but 
enterprises should not be compelled to follow these plans 
which are primarily for information and guidance pur- 
poses. The most pressing issue today is to promptly 
change the planning and quota allocation methods, and 
by first minimizing the scope of planned management 
and the categories of quota-managed products, we 
should promptly auction off to the highest bidder and 
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allocate to the fittest the plans and quotas to facilitate the 
flow of import-export management to the better foreign 
trade companies. 


B. Foreign trade system: To truly smash the “big pot,” 
after sorting out various economic variables, we must 
further free the foreign trade enterprises from their 
dependence on local financial administrations and in 
turn give them true financial independence, so that they 
can be limited liability legal persons who are completely 
responsible for their own profits and losses. 


C. Foreign trade management system: Foreign trade 
management is an important part of today’s foreign 
trade system. We must restructure the system in a way 
that will help regional foreign trade practices to become 
more reasonable. Except for a handful of products which 
must be state-monopolized, we should gradually remove 
all restrictions on foreign trade companies’ management 
scope and should no longer dictate enterprises’ product 
lists. In principle, we should permit all foreign trade 
companies to engage in trans-regional trade and set up 
out-of-town branches, abolishing the existing restrictions 
on trans-regional management. Local governments 
should gradually get out of foreign trade management 
and focus instead on providing better services to locally 
registered foreign trade enterprises and improving the 
local investment environment. In principle, all produc- 
tion enterprises should be allowed to manage their own 
import and export businesses, and except in a few special 
cases, state policies should no longer restrict all types of 
enterprises from participating in import and export 
activities. For economically sound reasons, most 
mediura-sized and small enterprises should enlist foreign 
trade companies as agents to handle their imports and 
exports. Existing foreign trade companies may continue 
to follow their chosen path and either specialize in their 
management or take up comprehensive management. 
The state should lift the restrictions on the foreign trade 
companies’ domestic trade, production, finance, and 
other services accordingly. As they compete at home and 
abroad, the foreign trade companies will gradually break 
up and recombine to create a new foreign enterprise 
structure. After all the policies are sorted out, we should 
have a new foreign trade management pattern domi- 
nated by the public ownership system but also consists of 
many economic components (including private busi- 
ness). 


D. The foreign exchange system: The exchange rate 
system and foreign exchange control system are impor- 
tant factors affecting import and export and are import 
links in today’s foreign trade system. Over the years, 
China has made great strides in the reform of the 
exchange rate system and foreign exchange control 
system. For example we have set up a fairly elastic 
foreign exchange fine-tuning system; the foreign 
exchange regulation market is slowly being perfected; the 
control over foreign exchange allocation and utilization 
have greatly improved. But there are still some problems 
in the foreign exchange system related to foreign trade. 
For example, the RMB is still under a double-track 
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pricing system; the foreign exchange retention system 
still has its problems, which at one time were the main 
cause of unfair foreign trade policies. Moreover, foreign 
exchange control may have been eased, but it has not 
been lifted; RMB is still not convertible. These problems 
have definite effects on regional foreign trade practices. 
To achieve our regional foreign trade practice improve- 
ment goals, the exchange rate and exchange control 
systems must be further restructured. 


As for the course of reform, if possible, we should set up 
a managed, variable exchange rate system within the 
next three to five years and merge the existing double- 
track RMB exchange price system. The price of RMB 
should be set by market supply and demand. Exchange 
control may evolve slowly from the original system of 
management-by-target-area to a system that affords 
greater freedom, so that the RMB’s exchange price can 
truly reflect its purchasing power and can play an impor- 
tant role in regulating import and export. By further 
improving today’s foreign exchange regulation market as 
a first step, we can then gradually set up a unified foreign 
exchange market to enable us to establish a managed, 
variable exchange rate system as well as to restructure 
the foreign exchange control system. We should gradu- 
ally lift the regional restrictions in today’s foreign 
exchange regulation market and form a unified, system- 
atic, and standardized exchange network and build a 
perfect regulatory system. On these bases, decontrolling 
the foreign exchange market will not be a problem. 


After the foreign exchange market is established, there 
will be no need for the existing foreign exchange reten- 
tion system, and it also means that we should abolish the 
foreign exchange control system. Enterprises should be 
entitled to all the foreign exchange they earn; they need 
not sell their share to the state. All foreign exchange will 
be put into the foreign exchange market, and manufac- 
turers who need foreign exchange may purchase what 
they need in the foreign exchange market, and the state 
can also buy what it needs in the market. To ensure 
balance of payments, we can impose necessary limits on 
the citizens’ foreign exchange purchases, and necessary 
control will also be imposed on the remittance of foreign 
exchange out of the country. In this way, foreign 
exchange allocation and utilization will basically embark 
on ihe market regulation track. To create a good envi- 
ronment for foreign trade and economic and technolog- 
ical cooperation, after improving our international pay- 
ment situation and increasing our comprehensive 
national strength, we must also turn RMB into a con- 
vertible, hard currency. 


E. The import system: The import system has tremen- 
dous impact on the regional economy and foreign trade 
practices, but relative to the reform of the foreign trade 
system, reform of the import system has clearly lagged 
behind. We must make bigger strides. The direction of 
reform of the import system is to gradually utilize tariffs 
and exchange rates and other economic measures to 
replace today’s administrative measures and utilize 
industrial policies to guide the optimization of the 
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import structure. We should abolish today’s import 
subsidies and implement a comprehensive import agent 
system. We should restructure the existing import plan- 
ning system and drastically reduce the categories of 
imported commodities under mandatory planning. 
Products that must be kept under mandatory planning 
should gradually be put under a quota or tariff quota 
system. We should restructure the existing machinery 
and electronic product import control system and grad- 
ually abolish the system of that requires government 
review and approval. We can adopt a quota system or 
tariff quota system in the case of immature industries 
and agricultural products that are sensitive to the 
domestic market and raw material-type products that 
really need protection; all other industries and products 
should be regulated by tariffs and exchange rates and 
other economic levers. We must comply with the prin- 
ciple of “‘extending protection in moderation and 
engaging in healthy competition” to properly readjust 
today’s level of protection, primarily with respect to the 
tariff structure and level. We should gradually bring our 
tariffs to the average level imposed by other developing 
nations and make our tariff structure more reasonable. 
By means of the above-described reforms, we can grad- 
ually open up the domestic market and bring in a 
moderate amount of import competition to promote 
proper and effective regional economic practices. 


F. Foreign trade enterprise reform: Foreign trade enter- 
prises’ rational behavior is the most important micro 
basis of proper regional foreign trade practices. While 
implementing other reforms to complement the restruc- 
turing of the economic system, we must also coordinate 
them with the reforms in foreign trade enterprises and 
export-producing enterprises and straighten out the 
property rights relationships, change the management 
mechanisms, and gradually set up and perfect their 
self-disciplining system. First, along with the reform of 
the ownership system, we should smooth out the prop- 
erty rights relationships in the state-owned enterprises 
and select the more qualified foreign trade enterprises to 
pilot the shareholding system, and after accumulating 
some experience, we can gradually accelerate the pace of 
reform and start some shareholding limited-liability for- 
eign trade companies where the state has controlling 
interest but legal persons and individuals may buy 
shares. In this way, the state-owned enterprises’ property 
rights relationship are well-defined, the assignment of 
property rights is standardized, and foreign trade enter- 
prises are independent economic entities with limited 
asset liabilities, and then we can impose rigid budget 
constraints over the foreign trade enterprises. Prior to 
the universal implementation of the shareholding 
system, we should gradually standardize the administra- 
tion of state-owned assets, and by perfecting the different 
kinds of contract management responsibility systems 
and so on, we should separate ownership rights from 
management rights. The government’s functions should 
be changed; its control over the economy should be 
indirect, so that enterprises’ management rights are 
ensured, and their management responsibilities are 








28 ECONOMIC 


defined, and we want to make enterprises’ budget con- 
straint as rigid as possible. Here, we must point out that 
foreign trade enterprises are in a much better position to 
adopt the shareholding system than most ordinary pro- 
duction enterprises, because it is easier for them to take 
inventory and verify assets, and their business is rela- 
tively stable. It is also more pressing that the foreign 
trade enterprises adopt vhe shareholding system. They 
participate in international competition directly and are 
in contact with foreign manufacturers. If they do not 
follow international practices, it will undermine our 
competitiveness in the international market and will 
hurt our effort to protect our overall foreign trade profit. 
At the same time, because the shareholding system is 
capital-linked, it also facilitates the integration of 
industry (agriculture, technology) and trade. Thus, it is 
especially important to accelerate the implementation of 
the shareholding system in the foreign trade sector, 
especially because the foreign trade enterprises are qual- 
ified to do so. 


While sorting out the property rights relationships, we 
should take advantage of today’s conditions to accelerate 
enterprise internal reform and grad-ially make it possible 
to smash the “three iron” and transform foreign trade 
enterprises’ management mechanisms. The key lies in 
speeding up the restructuring of enterprises’ personnel, 
wage, and allocation systems. We should promptly set up 
and perfect the social security system, smooth out enter- 
prise internal relationships, and enliven the state-run 
enterprises. After making progress in che above reforms, 
we can then gradually implement the enterprise bank- 
ruptcy system, set up the mechanisms to reward the 
superior and eliminate the inferior foreign trade enter- 
prises, and make sure that the competitive mechanisms 
can function properly. 


The ultimate goal of foreign enterprise reform is to 
promote the development and amplification of foreign 
trade enterprises’ self-disciplining mechanisms and rad- 
ically change the way foreign irade is conducted at the 
microeconomic level. 


G. In the wake of the reform of the foreign trade system, 
we should gradually set up a new foreign trade policy 
system and make foreign trade macroeconomic regula- 
tion and control indirect, scientific, and effective. Only 
in this way can we be sure that regional foreign trade 
practices are sound, and in turn we can achieve our goal 
in Optimizing the regional allocation of resources. 


The key to developing a new foreign trade policy regu- 
lation system lies in first sorting out various policy tools 
we use to regulate foreign economic activities (such as 
exchange rate, tariffs, tax on foreign nationals, and 
foreign trade credit), and starting out from our goal 
which is to facilitate our participation in international 
division of labor and international competition, we 
should transform the domestic financial, monetary, tax- 
ation, and other policy tools, and by harmonizing and 
coordinating the two efforts, we can maximize our 
comparative advantages (including static and dynamic 
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advantages) through international division of labor and 
exchange. By implementing market-oriented reforms, we 
can gradually eliminate the distortions in the domestic 
market and make sure that all policies tools can be 
brought into effective play. 


The development of a new foreign trade policy regula- 
tion system must facilitate the promotion of internal as 
well as external equilibrium of the national economy. 
The former refers to the static equilibrium of various 
domestic economic variables; the latter refers to equilib- 
rium in foreign economic activities. The overall require- 
ment is to facilitate and promote market equilibrium in 
an open economy and to realize various macroeconomic 
management goals. Thus, in a certain sense, the design of 
the new foreign trade policy regulation system basically 
is the same as the design of our national economic 
regulation system given the conditions of an open 
economy. The only difference lies in the emphases and 
the perspectives in looking at the same problems. 


The final direction of the new foreign trade policy 
regulation system is to to neutralize the comprehensive 
policy effects. In other words, domestic economic activ- 
ities and foreign economic activities as well as produc- 
tions for the domestic market and those for the foreign 
markets should be treated the same; related economic 
activities should be extended basically balanced treat- 
ment. If we can achieve this goal, China’s economic 
policy system will become very mature; its economic 
system will be very efficient, and of course the goals of 
optimizing regional economic activities will be realized. 


As the new foreign trade policy system gradually takes 
shape, foreign trade macro management must gradually 
turn into indirect management, that is, we must comply 
with economic laws and utilize all sorts of macroeco- 
nomic regulation and control tools (including informa- 
tional guidance) to guide the market and then let the 
market signals’ marginal movements regulate enterprise 
economic activities and guide their action spontane- 
ously. Only in this way will foreign trade macroeconomic 
management become scientific and effective, and only in 
this way can proper regional foreign trade practices be 
guaranteed. 


TRANSPORTATION 


Railway Vice Minister Interviewed on Development 


93CE0734A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 18, 
10 May 93 pp 16-17 


[Article by Xiao Rui (5618 3843) and He Yiwen (0149 
0076 2429): “China’s Railway Construction Flourishes; 
Interview With Sun Yongfu, Vice Minister of Railways’’] 


[Text] The new upsurge of reform and opening to the 
outside world has brought a flourishing stage of devel- 
opment to China’s economy. However, the railway 
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shortage has raised an impolite “red light.” Goods 
cannot flow smoothly, people cannot move about easily, 
and railroad shipping is seriously backward. This has 
become the biggest headache for everyone from Beijing 
to localities, from the government to enterprises, high 
and low, in all areas. 


Well then, how is the issue seen by the Ministry of 
Railways, which is the chief department in charge of 
construction of China’s railways? Recently we inter- 
viewed Vice Minister of Railways Sun Yongfu [1327 
3057 4395], who is in charge of basic construction. 


Elastic Coefficient of 1:0.2 


Sun Yongfu first of all recognized that since the railways 
clearly cannot satisfy the need* of economic develop- 
ment, this has become one issue localities most often 
bring to the cental government. 


He gave an example: at present, nationwide there is a 
demand for 120,000 cars daily, but the railways only 
provide around 73,000 cars. Major trunk and hub lines 
such as the Beijing-~Guangdong, Beijing-Shanghai and 
Gansu-Qinghai lines have been long full. Railway 
“restricted openings” have increased to 24. Only 40 
percent of goods and materials can get past them. Large 
volumes of coal await shipment in western China. The 
weather causes natural dissolution and many coal mines 
can only produce according to shipping schedules; while 
in eastern China, coastal regions often have power out- 
ages and production stops due to coal outages. Four 
million tons of overstocked goods and materials await 
shipment out of Guangdong. Only three-fourths of goods 
and materials can be shipped out of Heilongjiang. In 
Henan, the Zhengzhou grain market can only honor 
one-fourth of its contracts because of shipping condi- 
tions. There is a transport emergency and the passenger 
travel situation is even worse. Passenger cars on the 
average are 50 to 70 percent over capacity—at times 
more than double. In China at least 800,000 people wait 
for trains daily. 


Only when the elastic coefficient of industrial output 
value growth and railway shipping is 1:0.5 can the 
national economy be normalized. At the present stage 
the ratio is a far cry from this at 1:02. How can there not 
be a shortage of railway transport? Sun analyzes the 
situation below. 


Construction lacks perseverence 


We inquired of Sun Yongfu: “As early as the 1950's, 
Mao Zedong proposed railways as the forerunner of 
economic development. For many years now the rail- 
ways have been under construction and continuous 
improved renovation, so how did we arrive at the 
present situation?” 
Z 

Sun’s explanation is that railway construction needs 
more than huge investment; perseverence is even more 
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important. China’s railway construction has fluctuated 
between spells of hot and cold, expansion and contrac- 
tion. 


He said that in the First and Second Five-Year Plans, an 
average of 1,000 km of railways were constructed annu- 
ally. This figure fell to 548 km during the “Fifth Five,” to 
478 km during the “Sixth Five,” and to 349 km during 
the ““Seventh Five.” In 1990 construction tumbled to the 
lowest point since the country was founded. Only 27 km 
of new railway construction was put into service. 


No Fear of Overheated Railway Construction 


“Happily, railway construction finally has received the 
high regard of the central government.” After analyzing 
the slow pace of railway construction, Sun Yongfu intro- 
duced new changes. 


Sun said that after the conclusion of the 14th Plenum of 
the Communist Party of China, State Council Vice 
Premier Zhu Rongji [2612 3579 1015] visited the Min- 
istry of Railways three times to study and resolve issues. 
Zhu indicated that he generally does not attend ministe- 
rial meetings but he made an exception for the Ministry 
of Railways. Zhu also said that although he fears over- 
heating in other areas, with regard to railway construc- 
tion alone he has no fear. He indicated that we must be 
able to accelerate the pace of railway construction; 
needed funds must be given, priority must be given to 
needed materials, and foreign exchange must be pro- 
vided as needed. 


Sun Yongfu revealed that the State Planning Commis- 
sion has rearranged railway construction during the 
Eighth Five-Year Plan: construct 4,100 km of multiple 
tracks, electrify 5,600 km and build 6,600 km. The total 
is 1,000 km more than the original plan of 15,300 km. 
Investment will be increased to 124 billion yuan, up 
from 94.2 billion yuan, which is more than the invest- 
ment during any previous Five-Year Plan. 


Sun said that railway construction requires huge invest- 
ments. While increasing state investment, the govern- 
ment will give the railways a series of preferential 
policies to expand “fiscal sources” for construction. 


We are told that the State Council has approved the 
Ministry of Railways to levy a special “railway construc- 
tien fund.” In 1992 a 1.2 fen fee was collected per ton 
kilometer transported. In the second half of 1993 it will 
increase 1.5 fen for a total construction fund increase of 
27 billion yuan. The economies of all areas are greatly 
affected by hindered railway transport. Provinces and 

unicipalities at present have invested nearly 10 billion 
yuan for construction, altering the long-term situation in 


- which only the central government invested. At the same 


time, income has been increased by new prices of new 
track, top prices for top quality, and seasonal transport. 
New sources of investment have come from issuance of 
two billion yuan railway construction bonds and foreign 
investment. 
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All Plans Moved Far Forward 


Mentioning specific railway construction plans over the 
past two years, Sun stood up and pointed to a large chart 
on the wall, explaining that we have already tightly 
concentrated the formerly scattered engineering work 
force. The aim is to attack Beijing-Kowloon (Shenzhen 
connecting to Kowloon) and Lan(zhou)-Xinjiang 
(Urumchi), have a swift attack on Hou(ma)-Yue(shan) 
and Bao(ji}+Zhong(hang), and then take eastern and 
southwestern China. In the last three years of the Eighth 
Five-Year Plan, the railways will face a decisive battle to 
“stand tall.” 


Sun Yongfu revealed that progress on the ten key con- 
struction projects will be moved far forward from earlier 
Eighth Five-Year Plan arrangements, seven of which will 
be brought forward for completion prior to 1995. The 
remaining three will be brought into action in 1996. 


Laying the Beijing-Kowloon railway will be moved up to 
the end of 1995 instead of 1997. At present, the project 
has been divided into three stages. In 1993, 370 km will 
be laid. 


The Lanzhou-Xinjinag multiple track line is 1,622 km 
long. All lines will be opened at the end of 1995 instead 
of the year 2000. 


The Baoji-Zhonghang line will be repaired in the first 
half of 1994 instead of at the end of the Eighth Five-Year 
Plan. 


The Houma-Yueshan line will be completed in 1994 
instead of one year later. 


The Zhejiang-Jiangxi multiple line (Hangzhou- 
Zhuzhou), the renovation and expansion of capacity on 
the Beijing-Guangdong, and the Dagqin railway project 
ancillary line will be completed in 1995. 


Furthermore, electrification of the Nan(ning)- 
Kun(ming) and Cheng(du)-Kun(ming) lines and most of 
the Xi(an)-An(kang) line will be finished during the 
Eighth Five-Year Plan. Of which, completion of the 
Nanning-Kunming line will be moved forward to 1997 
instead of the year 2000. 


New Area for Foreign Investment 


As the “pulse” of the national economy, for _n invest- 
ment has never been allowed in railways. So, in today’s 
entirely opened world, what are the policies of the 
Ministry of Railways? 


Sun Yongfu said thai needs still cannot be met although 
at present the state has various policies such as increased 
investment, surging local investment, and using accumu- 
lated social funds. Therefore, we welcome foreign finan- 
cial organizations and groups to construct and operate 
railways in China independently or as joint ventures. 
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He explained that the Ministry of Railways is interested 
in cooperation with foreign businessmen on the fol- 
lowing lines excluding the local Sino-foreign joint ven- 
tures on the Jin(hua)}-Wen(zhou) line now under con- 
struction and the imminent Fuzhou-Xiamen line: 

One is the Beijing-Shanghai high speed railway. Con- 
struction is planned to begin in 1995. Using a joint 
venture stock company to attract foreign bond invest- 
ment is envisioned. Besides operating new lines at new 
prices and setting prices according to costs, overseas 
investors also will be permitted to operate real estate, 
tourism and food and beverage projects alongside major 
railway stations. Another is the Mainland-Hainan Island 
railway. A third is the Shantou-Amoy railway. 


Sun predicted at the end of the interview that if we 
persevere according to the present pace of construction, 
when operating lines reach 70,000 km in the year 2000, 
the shortage of railway transport will be basically 
resolved. By the year 2000, when China's operating 
railways reach an appropriate more than 100,000 km, 
this will remove obstacles to economic development. By 
the year 2050, there may be about 140,000 km of track. 
Railway transport will be completely modernized and 
transport capacity will advance appropriately. At that 
time, smooth passenger travel and unimpeded transport 
will become a reality. 


AGRICULTURE 


Article Calls for Improvement of Quarantine 
Measures 


93CE0703A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 137, 15 May 93 pp 56-57 


[Article by Yu Zhida (0060 1807 6671), Tianjin Foreign 
Trade Academy: “Improve Animal and Plant Quaran- 
tine Work”] 


[Text] Implementation of the “People’s Republic of 
China Import-Export Animal and Piant Quarantine 
Law” has played an important role in promoting China’s 
agricultural production and the development of foreign 
trade. However, since some personnel concerned lack a 
full understanding of the “Quarantine Law,” evasion or 
omission of quarantine during the import or export of 
agricultural products have occured that have created 
unnecessary losses for the country and enterprises. 


1. Lessons and Enlightenment 


In March 1978, a peasant household on the island of 
Malta in the Mediterranean Sea caused an outbreak of 
African hog cholera by feeding hogs leftovers from an 
airplane. Initially, two-thirds of the hogs in the country 
were wiped out, but the epidemic spread. Ultimately the 
government had to issue an order for the slaughter of the 
remaining one-third. By January 1979, there was not a 
single live hog in all of Malta. This was the first instance 
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in the world in which a breed of livestock became 
completely extinct in a country because of a contagious 
animal disease. 


The “Mediterranean fruit fly” is a pliant pest that causes 
extremely great damage to citrus fruit, apples, pears, and 
vegetables. Originating in Africa, it has now spread to 
more than 80 countries and territories in the world. The 
United States has battled it for more than 80 years, but 
has yet to wipe it out. In 1980, the Mediterranean fruit 
fly caused severe damage in California, the U.S. fruit 
capital. The government was forced to mobilize tens of 
thousands of people and spend nearly $100 million to 
eradicate the fruit fly, but the effect was minimal. 
Consequently, 34 countries and territories prohibited 
the importation of U.S. fruit and vegetables that year. 


In 1983, the authorities concerned in Fujian Province 
imported from abroad a forage grass called Spartina 
anglica. They also issued an order to plant it along 
Dongwuyang beach at Xiapuhao. To everyone’s surprise, 
the Spartina anglica caused tremendous losses to the 
province’s famed “blue treasure house.” According to 
incomplete statistics, because of the malignant spread of 
the Spartina anglica in the shallows of just four town- 
ships and towns around Dongwuyang, it was no longer 
possible to grow aquatic products in a 10,000 mu coastal 
shallows area. Because of a decline in ocean water 
nutrients, yields of artificially grown kelp, laver, and 
prawns became less and less with each passing year, 
losses totaling approximately 10 million yuan each year. 


Several years ago, a certain import-export corporation in 
Shanghai exported 10 tons of sesame seeds to Greece. 
The trade agreement contained no quarantine inspection 
clause, nor was an official quarantine inspection certifi- 
cate obtained from a Chinese animal and plant quaran- 
tine agency showing inspection prior to shipment. After 
the cargo reached Greece, the local quarantine authori- 
ties insisted that we provide an official quarantine cer- 
tificate, but we had no way to satisfy this request. The 
cargo had to be destroyed, causing unnecessary losses for 
the business concern and for China. 


Such painful lessons and costly experiences have finally 
made people realize that if the spread and damage of 
animal and plant diseases and pests is to be reduced, 
only if the state uses legal means to quarantine plants, 
animals, and their products entering and leaving China 
can noxious insects and weeds be kept outside the 
country. 


China’s animal and plant quarantine work began only 
during the twentieth century. After liberation, both the 
party and the government paid extremely close attention 
to animal and plant quarantine work. Since 1956, animal 
and plant quarantine agencies have been set up at more 
than 20 points of entry and exit throughout the country, 
and from the 1960’s through the 1980's, a series of 
temporary animal and plant quarantine laws and regu- 
lations were enacted to ensure the smooth performance 
of quarantine work. Statistics show that between 1981 
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and 1991, imports and exports of 787 million livestock 
and poultry, 20.493 million tons of animal products, 270 
million tons of plant products, 724,000 tons of plant 
seeds, and 13.638 million nursery stock items went 
through quarantine. A total of 69,000 shipments were 
found to contain diseases and insect pests, and 1.63 
billion yuan indemnification was sought from foreign 
traders. This provided powerful protection against the 
invasion of various kinds of diseases and insect pests, 
protected China’s animal and plant production, and 
promoted development of China’s foreign trade. The 
“Import-Export Animal and Plant Quarantine Law,” 
which formally took effect on | April 1992, provides a 
sound legai framework for quarantine work in China. 


2. Purpose of Animal and Plant Quarantine 


The use of scientific quarantine methods and standards 
in accordance with applicable laws and regulations to 
quarantine animals and plants, and animal and plant 
products, etc., loading and transporting equipment, and 
packaging and containers entering or leaving China has 
three main purposes as follows: 


A) Protection of the Country’s Farm, Forestry, Live- 
stock, and Fishing Industry Production. 


Not only is China a vast land with abundant animal and 
plant resources, but 80 percent of its population is 
engaged in agriculture. It is the world’s largest agricul- 
tural country. Agriculture is the life blood of the national 
economy. Not only does the waxing and waning of 
agricultural production affect national construction, it 
has an even greater bearing on the stability of the 
people’s livelihood. The damage that can be caused by 
the introduction into China of a dangerous animal or 
plant disease or insect pest cannot be compared to what 
happened in a small country like Malta. Therefore, 
animal and plant quarantine agencies at every level 
employ scientific techniques and coercive measures, 
within the authority that the law confers, to guard 
against the limitations of natural and social factors in 
order to protect the sustained and steady development of 
agricultural production. This is the main purpose of 
quarantine work. 


B) Advancement of China’s Foreign Trade 


1) Quarantine of imported animals and plants, animal 
and plant products, and other things can prevent the 
intrusion of dangerous diseases and insect pests. Not 
only does it protect agricultural production, but it also 
enables China to have sources of supply for export in 
ample quantity and of reliable quality. 


2) Quarantine work provides real assurance that quaran- 
tine clauses in trade contracts, and the quarantine agree- 
ments of both nations will be implemented. It both 
discharges an international duty and avoids the rejection 
of cargoes and the seeking of indemnification by other 
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parties in trade that stem from failure to meet quaran- 
tine requirements. It helps improve China’s economic 
returns form foreign trade and its international reputa- 
tion. 

3) Quarantine work helps introduce fine new breeds of 
plants and animals; it expands China’s animal and plant 
resources; and it increases China’s ability to earn foreign 
excnange from exports. An example is the Keqin Poultry 
Breeding Farm in Zhuhai City, which thanks to assis- 
tance from the Gongbei Animal and Plant Quarantine 
Station, has successfully imported a fine poultry breed 
from the United Kingdom many times since 1985. It 
imported 59,000 Cherry Valley ducklings in 32 groups 
without a single occurrence of an infectious disease. In 
1990, this same farm exported meat ducklings to Hong 
Kong, earning 4.5 million yuan in foreign exchange. 


4) Quarantine agencies have successfully opened increas- 
ingly large numbers of markets for China's agricultural 
exports after working on numerous scientific and tech- 
nical problems. For example, bonsai is a traditional 
export commodity of Jiangsu that has always enjoyed a 
fine international reputation. However, since many 
countries in the world prohibit the import of soil, after 
many attempts, researchers at the Nanjing Animal and 
Plant Quarantine Station finally found a processing 
technique to kill the bacterial in soil carried by bonsai 
plants. Now Jiangsu bonsai have entered European and 
U.S. markets. Foreign exchange earnings from the export 
of bonsai have totaled $i million during the past several 
years. 


5) When an epidemic disease is found in the course of 
quarantining imported agricultural products, quarantine 
units are able to provide a basis for seeking indemnifi- 
cation from foreign trade enterprises. This helps recover 
economic losses for the state and business concerns. 
Statistics how that during 1989 alone, China’s quaran- 
tine units called for an indemnification of 4.04 million 
yuan from foreign traders by furnishing quarantine cer- 
tificates. 


C. Safeguarding the People’s Physical Health 


According to statistics, humans and I:vestock can con- 
tract approximately 196 different communicable dis- 
eases. Some plants can also cause human illness. One 
example is a kind of ragweed that originally came from 
South America, which looks very beautiful. However, it 
is a noxious weed that causes extreme damage to farm 
crops. If a person inhales its pollen, an “unnamed high 
fever” will occur that is extremely difficult to cure. 
Therefore, keeping this noxious weed outside the 
country is the only way to help people’s physical health. 


3. Scope of Animal and Plant Quarantine 


Articles 2, 26, and 38 of China’s “Import-Export Animal 
and Plant Quarantine Law” contain specific provisions 
about the scope of quarantine work. Only when the 
personnel concerned understand clearly the range of 
things that are prohibited from entering the country and 
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that must be quarantined will it be possible to avoid 
oversights when signing quarantine regulations and 
quarantine applications. 

A. Things prohibited entry to China. 


1) Animal and plant pathogens (including both bacteria 
and viruses), destructive insects, and other harmful 
organisms. 


2) Animals and plants from countries and regions in 
which animal and plant epidemics are prevalent. 


3) Animal carcasses. 
4) Soil. 


When any of the above prohibited items are to be 
imported for a special need such as scientific research, an 
application must be made in advance. Only following 
quarantine and approval by a national animal and piant 
quarantine agency may they enter. 


B. Range of articles to be inspected. 


1) Animals and animal products. Includes livestock, 
poultry, wild animals, fish, shrimp, prawns, and lobsters, 
crabs, scallops, snakes, silkworms, and bees; unprocessed 
hides, hair, fur, and wool, meat, viscera, oils and fats, 
aquatic animal products, dairy products, eggs, blood, 
semen, bone, and hoofs. 


2) Plants and plant products. Includes wild and culti- 
vated plants, seeds, seedlings, and other propagated 
materials. Plant products means items of plant origin 
that have not been processed. or that may be able to 
transmit diseases or destructive insects despite pro- 
cessing such as grain, cotton, pulses, hemp, tobacco, 
fresh and dried fruits, vegetables, medicinal materials, 
lumber, and fodder. 


3) Other quarantinable items, including animal vaccines, 
blood plasma, diagnostica, and animal or plant wastes. 


4) Transportation vehicles, containers, and packaging. 
The term transportation vehicles applies to motorized or 
unmotorized vehicles, railroad cars, boats, and aircraft 
that have come from or have passed through an epidemic 
area. Containers and packaging includes containers, 
crates, rattan and willow baskets or boxes, burlap bags, 
and paper boxes. 


4. Measures To Improve Foreign Trade Quarantine Work 


A. More study of the “Quarantine Law” to increase 
consciousness and initiative about what is to be reported 
and what is to be inspected. 


Prior to enactment of the “Quarantine Law,” when 
quarantine work had yet to be completely covered by law 
and had not been sufficiently publicized, quarantine 
work was administered by agricultural units. Conse- 
quently, many people frequently lacked a full and accu- 
rate understanding of quarantine work. Usually, they 
knew only that it was a supervisory function without 
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understanding its expediting role. Thus, consciousness 
and initiative about reporting and what should be 
inspected was frequently lacking, or inspection was pur- 
posely evaded or omitted. Only after a problem was 
found was an appeal made to quarantine units to find a 
way to do something about it. Frequently, however, it 
was too latc. Therefore, efforts to study the “Quarantine 
Law” to improve consciousness and initiative in quar- 
antine work remains an urgent task for us. 


B. Constant attention to the spread of epidemics inside 
and outside China, and how they are transmitted is 
needed to enable correct selection and constant readjust- 
ment of places to which and from which agricultural 
products are exported and imported, halting imports and 
exports of such products from infected areas. For 
example, some countries in Africa and Latin America 
are African hog cholera epidemic areas, and the United 
States is an area having frequent outbreaks of the Med- 
iterranean fruit fly. Therefore, China prohibits the 
importation of hogs, pork, pig skin, bristles, fruits, and 
vegetables from these areas. 


C. Strict formulation of quarantine clauses in trade 
contracts, listing in detail quarantine requirements and 
how contract violations are to be dealt with. When 
importing live animals, not only are quarantinable infec- 
tious animal diseases, the names of diseases and insect 
pests, quarantine methods and standards, and extermi- 
nation measures to be specified, but clear-cut provisions 
must be included about the content of quarantine certif- 
icates as follows: (1) Shipping country official confirma- 
tion of no occurrence of such infectious animal diseases 
or diseases and insect pests; (2) certification that the 
animals provided for shipment have been clinically 
inspected and found disease-free; (3) how long a radius 
of so many kilometers around the feed lots from which 
the animals are to be shipped has been without such 
infectious animal diseases or shown no clinical symp- 
toms of such diseases; (4) number of days of isolation 
quarantine at the original feed lot of the animals pro- 
vided for shipment, what laboratory testing for the 
epidemic diseases was performed in accordance with the 
testing measures prescribed in the clauses, and whether 
results were negative; (5) number of days in isolation 
quarantine at a shipping country-designated isolation 
quarantine site prior to shipment of the animals, what 
epidemic disease testing was performed in accordance 
with the methods prescribed in the clauses, and whether 
the results were negative, (6) communicable disease 
immunizations given or not yet given the animals to be 
shipped. Give the name of the serum or vaccine, the 
amount, and the time of production plant immunization 
when immunization has been done; (7) official shipping 
country certification that the shipping vehicles and con- 
tained have been disinfected with an effective disinfec- 
tant, and that the shipping vehicles have not been used to 
transport other animals; and (8) certification that fodder 
provided during shipment came from a nonepidemic 
area. 
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D. More scientific research on quarantine work. 
Research is needed in three main regards: (1) Research 
on new quarantine methods and techniques to improve 
identification ability; (2) research on new methods and 
pharmaceuticals to exterminate diseases and insect pests 
to improve the effectiveness of eradication; and (3) 
research on how diseases or insect pests survive, mul- 
tiply, and spread so as to be able to verify scientifically 
whether China has the conditions for disease and insect 
pest survival and multiplication, providing scientific 
d- 2 to demolish foreign prohibitions of some of China's 
agricultural products. For example, the Japanese Gov- 
ernment long used the pretext of the existence in China 
of melon fruit flies to prohibit the shipment to Japan of 
Hami melons. Working in coordination with the quar- 
antine authorities, China’s foreign trade sector many 
times invited Japanese experts to visit Xinjiang Province 
to conduct an on-the-ground survey and perform labo- 
ratory tests to provide conclusive proof that conditions 
simply do not exist in-China for the survival of melon 
fruit flies, thereby forcing the Japanese Government to 
revoke the ban. Since 1988, Hami melons from Xinjiang 
Province have been shipped to Japan in a steady stream. 


E. Improved packaging materials, strictly quarantining 
packaging and filler materials. Packing containers made 
of wood, rattan, willow, and hemp, and filler materials 
made of rice straw, shredded paper, grain hulls, and 
wheat stems readily carry diseases and insect pests. 
Many nations require strict quarantining of the above 
named packing and filler materials, or even prohibit its 
entry into the country. China should change the back- 
ward state of its packing materials, rigorously quaran- 
tining import and export packing. 


F. Specific points of entry and exit should be designated 
for certain kinds of animal and plant products. The 
designation of specific entry and exit points would help 
make use of the advantages of different places for an 
improvement of the quality of quarantining. For 
example, Dalian port and Yunnan entry and exit points 
are in an extremely good respective position to quaran- 
tine bush wheat smut, and hoof and mouth disease. Were 
they to be used as the points of entry for the above 
commodities, quarantine work would be bound to ben- 
efit. 


Strengthen Animal, Plant Quarantine Checks 
93CE0607A Beijing GUOJI SHANGBAO in Chinese 
May 93 p 3 


[Article by Yu Zhida (0060 1807 6671)] 


[Text] On | April, the “Quarantine Act Governing 
Animals and Plants Entering and Leaving the PRC™ had 
been in effect for a year. Implementation of the “Quar- 
antine Act” has had a great effect on stimulating agricul- 
tural production in China and developing foreign trade. 
However, it cannot be denied that up to the present time, 
because some workers in the foreign trade area lacked 
proper understanding of the “Quarantine Act,” 
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instances of quarantine avoidance or omission in some 
foreign trade undertakings have been found, which have 
caused losses to the state and enterprises that should not 
have occurred. 


Lessons and Guides 
In March 1978, because one peasant in Malta, one of the 


1979, scan ats tek os ea oe ttn 
situation where an infectious disease was limited to the 
confines of one country, and an example of one kind of 
animal being completely annihilated. 
The “Mediterranean fruit fly” is a plant pest 
caused great damage to citrus fruits oh ob as oranges, 
tangerines, grapefruit and other fruit such as apples, 
pears, etc. It originated in Africa, but has spread to ov: 
80 countries and in the world today. It 
introduced into the United States in 1907, ah on even 
now, after more than 80 years, it still has not been 
eliminated. In 1980, in California, the fruit capital of the 
United States, damage by the Mediterranean fly was 
particularly serious. The government mobilized thou- 
sands and expended up to $100 million dollars ia a war 
to destroy it, with little results. This led 34 countries and 
regions to post quarantine measures against fruits and 
vegetables from the United States entering their bound- 
aries. 

In 1983, some in Fujian Province had heard that “rice- 
grass” could be used as pond protectors, cattle feed and 
fuel, so it was introduced into China from abroad. After 
that, an executive order was issued for ricegrass to be 
planted along the ocean beaches of Dongwu in Xiapu 
county. No one realized that this ricegrass could cause 
such great damage to the province’s famous “blue trea- 
sure.” According to incomplete statistics, due to ram- 
pant growth of this ricegrass, the shallow beaches sur- 
rounding the four towns and villages near the Dongwu 
ocean beaches incurred destruction of more than 30,000 
mu of acreage suited for culture of various aquatic 
products. Kelp, seaweed (Porphyra spp.), and oysters, 
which are artificially cultured, have seen diminished 
yields with each passing year because of a reduction in 
available nutrients in the sea water. Each year shows an 
economic loss of about 10 million yuan. 


Several years ago, a certain foreign trade company 
shipped 10 tons of sesame seeds to Greece. The contract 
contained no plant disease inspection clause, and before 
export, no plant disease inspection certification from 
China’s plant quarantine agency was obtained. After the 
shipment arrived in Greece, its local plant quarantine 
station wanted firm proof of official certification by 
China's plant quarantine authorit’es. As this request was 


JPRS-CAR-93-068 
16 September 199e 


unable to be met, and the shipment could not return to 
China, the only alternative was to destroy it, a move that 
caused unnecessary loss to the enterprise and to the state. 


This bitter and expensive lesson finally made people 
understand that cutting down on the spread and damage 
of plant and animal pests can only be realized by legal 
means to enforce strict quarantine checks of plants, 
animals and their byproducts before export, before they 
can spread outside the country, if found. Records indi- 
cate that during the 1660's, France was the first country 
to implement a law to prevent the introduction of wheat 
rust disease. After that, Italy, Germany, Denmark, and 
others followed suit. By the first of the century, the use of 
disease | inspection or quarantine measures to prevent the 
entry and exit of dangerous animal and plant pests to 
protect agricultural production and the control disease 
had become widely accepted by all nations. In China, 
animal and plant protection work only began in the 
1920's as a reponse to the needs of the imperialist powers 
in their thievery of China’s animal and plant resources. 
Because the sovereign authority was not in the hands of 
the Chinese before the Liberation, there was no way for 
disease inspection departments to prevent introduction 
of pests by animal and plant products shipped into the 
country. Diseases such as potato black spot, cotton blight 
etc., which were introduced from foreign sources before 
the Liberation, are still damaging our agriculture. 


After the Liberation, the CPC and the government 
strongly emphasized plant and animal disease inspection 
work. Beginning in 1956, the government established 
plant and animal quarantine stations at approximately 
20 ports, and from the 1960's to the 1980's promulgated 
a series of animal and plant disease inspection rules and 
regulations to assure the smooth development and 
expansion of disease inspection. Since the Third Plenary 
Session of the | ith CPC Central Committee, the course 
of reform further stimulated the development of agricul- 
tural and industrial production and foreign trade, so that 
animal and plant disease inspection work reaped 
groundbreaking results. 


According to incomplete statistics, between 1981 and 
1991, a total of 7.87 [as published] head of animals and 
fowl had been inspected before exit or entry. During this 
time, also checked for disease were 20.493 million tons 
of animal products, 270 million tons of plant products, 
724,000 tons of seeds, and 13.638 million trees and 
shrubs before exit or entry. Disease pests were found in 
shipments in 69,000 instances, which added up to 1.63 
billion yuan in reparations from foreign businesses. This 
effectively prevented the introduction of various disease 
pests, protected development in China's agricultural 
production, and promoted foreign trade. The “Quaran- 
tine Act” that was formally promulgated and imple- 
mented on | April 1992 indicates that China's plant 
protection work has progressed and now has legal status. 
Disease inspection work has aroused a high degree of 
attention from everyone. 
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Measures for Strengthening Quarantine Checks in 
Foreign Trade 


1. Strengthening knowledge of the “Quarantine Act” to 
increase self awareness of those responding to and 
reporting for the disease inspection checks. 

Because animal and plant protection work has a stimu- 
lating effect on international trade, this awareness of 
inspection reporting and requirements in foreign trade is 
a responsibility the shipper or his agent cannot shunt off. 
Before the “Quarantine Act” was implemented, because 
the kinks had been ironed out to enable it to become 
legal process, and little publicity had been given this 
matter, the inspection work was given to the Ministry of 
Agriculture to manage. As the result, many people 
involved in foreign trade work often lacked the proper 
and overall understanding of the matter regarded it as 
just another supervisory function. They did not grasp its 
stimulating effect, so that the self awareness and initia- 
tive for inspection reporting and meeting inspection 
requirements were lacking for implementation. Fre- 
quently, quarantine inspections were deliberately 
avoided or omitted, and not until a problem had been 
discovered that the quarantine stations were called upon 
to help. Often, it was too little too late. Therefore, greater 
effort to study the “Quarantine Act” is encouraged to 
improve one’s self awareness of quarantine work. This is 
the urgent task facing us now. 


2. Being constantly alert to the distribution and dissem- 
ination of epidemiologic conditions domestically and 
abroad, in order to allow proper choice and revision at 
anytime during the origination point for incoming and 
outgoing agricultural products, and ban the exit or entry 
of such products from disease endemic areas. For 
exam ple, Africa and some Latin American countries are 
“African hog cholera” epidemic regions, and the United 
States is a “Mediterranean fly” endemic area. China will 
openly forbid hogs, pork, hides, bristles, fruits and 
vegetables from these countries to enter China. In 
December last year when an epidemic of hog “foot and 
mouth disease” occurred in Hong Kong, China issued a 
timely order forbidding hogs and pork from Hong Kong 
to enter the country. 


3. Formulation of strict quarantine clauses in the trade 
contract that describes in detail quarantine requirements 
and ways of dealing with nonadherence. For example, 
for entry of live animals, besides listing the names of 
animal infectious diseases and parasitical diseases that 
must be checked for, the quarantine methodology and 
standards, and measures for pest destruction, must be 
included. A definite determination of the contents in the 
quarantine certificate must also be ascertained to con- 
tain the following information: 


1) Official recognition by the exporting country that such 
animal infectious diseases and parasitical discases have 
not been found, or such diseases have been eliminated. 
2) Evidence that animals being exported have been 
examined clinically and found to be healthy and without 
disease. 
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3) No incidence of such animal disease, or clinical 
symptoms of such disease have, over a long period of 
time, occurred in the area circumscribed by a radius of 
so many kilometers from the center of the feed lot 
holding the animals being exported. 

4) Negative laboratory tests on animals checked for 
diseases as specified in quarantine clauses on those 
animals for export that have been quarantined in the 
original feed lot. 

5) Several days of isolation and quarantine before ani- 
mals are shipped out, in an area determined by the 
exporting nation, and findings upon quarantine check 
are negative for endemic disease. 

6) Inoculation on those animals marked for shipping 
out—whether or not they have been or have yet to be 
inoculated against specific endemic diseases. For those 
already inoculated, the kind of vaccine used, the dosage, 
the plant that produced the vaccine, and the date of 
inoculation must all be specified. 

7) Official certification by the exporting country that the 
tools and containers used in shipping the animals are 
effectively disinfected, and such transport vehicle had 
never been used to transport other animals. 

8) Origin of hay used during transport to a noneademic 
area. 


4. Strengthening scientific research in quarantine work. 
Three important aspects must be considered for study: 


1) Research on new epidemiologic methods and proto- 
cols to improve our intellectual capacity to differentiate 
between various animal and plant pests. 

2) Research into new pest eradication drugs and 
methods, to improve the effectiveness of pest eradica- 
tion. 

3) Research into the life cycle, pattern of spread and 
migration of such pests, and determination scientifically, 
whether conditions exist in China for such pests to exist 
and multiply, in order to provide data to counter foreign 
bans. 


For example, the Japanese Government had contended 
over a long period of time that the squash bug is found in 
China and used it as an excuse to forbid the entry of 
China’s Hami melon (from Xinjiang) into the country. 
As the result, foreign trade offices in China, in coopera- 
tion with quarantine stations, invited Japanese special- 
ists to visit the Xinjiang Autonomous Region several 
times to conduct surveys and laboratory tests. They 
finally determined that conditions for the squash bug to 
survive did not exist there, and the Japanese Govern- 
ment canceled the ban. Since 1988, Xinjiang’s Hami 
melon has been shipped continuously to Japan. 


5. Introducing the use of packaging material, and 
strengthening quarantine checks of packaging and filler 
materials. Containers made from such plant raw mate- 
rials as wood boards, rattan, willow, and hemp and filler 
materials of shredded paper, grain husks, rice straw, and 
wheat straw are easily found to carry disease pests. For 
example, the “American white moth” which poses great 
damage to trees and shrubs was introduced into China 
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by wood board containers. As the result, many countries 
check out or forbid the entry of these container and 
packaging materials strictly for quarantine reasons. Con- 
sequently, we should change the backward way China 
uses packaging materials, and make strict inspection of 
the materials just described. 


6. Designating certain ports for entry and exit of certain 
animal and plant products. Because the quarantine facil- 
ities at various ports are not the same, designating 
special ports for such purpose is favorable toward devel- 
oping their individual strengths and improving the 
quality of quarantine work. For example, the quarantine 
station at Dalian is respected internationally for its work 
in spotting bunt disease in wheat, and the port in 
Yunnan Province for its quarantine work on cattle 
vesicular stomatitis. If their strengths are fully utilized, 
quarantine work must necessarily make great strides. 


Price Increases Make Life Difficult for Peasants 


93CE0687A Beijing NONGMIN RIBAO in Chinese 
9 Jun 93 pl 


[Article by reporter Yu Xiangdong: “Price Increases 
Approach Warning Level; Gap Between Urban and 
Rural Incomes Widens”] 


[Text] The recently published Social Blue Book— 
Analysis and Forecast of China's Society 1992-1993, 
carries a feature article by Zhu Qingfang, an research 
fellow of the Institute of Sociology under the Chinese 
Academy of Social Sciences. It rationally analyses and 
forecasts the current situation of urban and rural peo- 
ple’s life at present, calling for efforts to avert the crisis 
while reaffirming China’s achievements. 


Mme. Zhu Qingfang believes that people’s living condi- 
tions have been much improved in 1992 with the indus- 
trial and agricultural production rapidly growing and the 
economic efficiency being rapidly improved. The actual 
growth rates of per capita income for urban and rural 
residents reached 8.8 percent and 5.9 percent respec- 
tively, and their living costs increased by 5 percent and 4 
percent respectively. Their saving deposits rose by 26.8 
percent, totaling 1,154.5 billion yuan. 


The total volume of retail sales increased by |7 percent, 
totaling 1,089.4 billion yuan. In all aspects of people's 
life, the rate of growth in 1992 was the highest in recent 
years. There were abundant supplies on the market, and 
the supply and demand were basically balanced. Con- 
sumers tended to buy more medium and high-priced 
consumer goods. Expenditures on noncommodity con- 
sumption were increased on a large scale. 


Mme. Zhu particularly pointed out that one must be 
prepared for danger in times of peace and that we must 
pay fuli attention to the following issues: 


1. Price increases have already reached the warning 
level, and low-income residents can hardly withstand 
such increases. According to statistics compiled by the 
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State Statistics Bureau, China’s retail price index of 
commodities rose 5.4 percent, its cost of living index 6.4 
percent, and its purchasing prices of energy and raw 
materials | | percent. The cost of living index in 35 large- 
and medium-sized cities increased by 10.9 percent in 
1992 over 1991. On the basis of price increases and the 
situation between supply and demand over the years and 
the reference materials abroad, mild inflation means 
price increases between 3 and 6 percent; moderate 
inflation means price increases between 6 and 10 per- 
cent; and runaway inflation means price increases higher 
than 10 percent. The 1992 cost of living index in China, 
particularly that in 35 large- and medium-sized cities, 
had already reached or slightly exceeded the warning 
level. As seen from the situation over the years since the 
founding of New China, the cost of living index only 
exceeded the warning level in 1951, 1961, 1988 and 
1989. The fifth time that the index approached the 
warning level was in 1992. According to other statistics, 
the cost of living index in the first quarter of 1993 was up 
by 8.6 percent as compared with the same period in 
1992. Nevertheless, there was no panic among the 
people, thanks to the wage increases of the residents, the 
abundance of supplies on the market and the people’s 
increased ability in withstanding such price increases 
psychologically. 


According to statistics compiled by the Ministry of Civil 
Affairs and the State Statistics Bureau, there are still 8 
percent of families with material difficulties, and in rural 
areas over 70 million people are badly off and need help. 
In urban areas, there are 16 million people who are badly 
off. Price increases have made those people suffer. 
Financially they are unable to withstand the price 
increases. 


2. The gap between urban and rural incomes widens with 
the growth of peasants’ income slowing down. 


Between 1978 and the present moment, the gap between 
income of urban residents and that of rural residents has 
changed from narrowing to widening. The proportion of 
urban residents’ per capita income that can be used as 
living expenses to the peasants’ per capita net income 
was 2.4 times in 1978. It dropped to |.7 times in 1985, 
and rose to 2.0 times in 1986 and 1987. It increased to 
2.2 times in 1990 and 1991, and to 2.3 times in 1992. If 
various types of subsidies and labor insurance and 
welfare are added to the urban residents’ income and 
various types of unreasonable burdens and additional 
fees used for expanding reproduction are deducted from 
peasants’ income, the actual gap between urban income 
and rural income is four times. This gap is much greater 
than that in the developed nations and countries with 
average income. 


According to the criterion set for a comfortable living, 
peasants’ net income must reach 1,100 yuan with a 
annual rate of growth of 5.7 percent. However, the actual 
growth rates in 1991 and 1992 were 2 percent and 5 
percent respectively. The growth rate in 1993 is expected 
to be 5 percent. This rate never reached the criterion set 
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for comfortable living. Nevertheless, the rates of growth 
of urban residents in the past several years invariably 
exceeded the rate set for a comfortable living. This shows 
that the gap between urban income and rural income is 


still widening. 


3. With the overall living standards rising at all times, the 
problem of unfair income distribution is becoming more 
serious. According to statistics, the number of high- 
income families with an annual income of over 30,000 
yuan has exceeded 4.3 million right now, accounting for 
2 percent of the total number of families. The ratio 
remains low. When we compare 20 percent of well-to-do 
families with 20 percent of poor families, the difference 
between their incomes is about four times. The average 
per capita income of workzrs in “Chinese-foreign joint 
ventures, cooperative and wholly foreign-funded enter- 
prises” is 50 percent higher that in state-own enterprises 
and 100 percent higher than that in collective enterprises 
in urban areas. The income of an average retired person 
who takes up a second job is 50 to 100 percent higher 
than that of an average worker. 


State Farms Undergoing Major Changes 
93CE0687D Beijing JINGJI CANKAO BAO in Chinese 
25 Jun 93 p I 


[Article by reporter Xiao Demu: “Management System 
of State Farms Undergoes Major Changes—Large Farms 
Modeling After Small Farms; They Work Together, 
Keep Different Accounts’’] 


[Text] After several years of experiments in carrying out 
reform, major changes have taken place in China’s state 
farms which constitute an important force in the nation’s 
agricultural economy. This is the conclusion drawn by 
the relevant department of the Ministry of Agriculture 
after it analyzes the situation in the whole country. 


It is reported that there are more than 2,100 state farms 
in China with their industrial and agricultural output 
exceeding 50 billion yuan. They have become an impor- 
tant force in China’s agricultural economy. These state- 
run agricultural enterprises, based on the state owner- 
ship system have broken down the state monopoly and 
formed a multi-form management system. Their main 
forms are as follows: 
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1. Joint farms. State farms with farm machinery join 
operation with other farms with or without farm 
machinery. 

2. One or several farm machinery groups that sign 
contracts with farmers to cultivate a certain area of 


arable land. They form small farms with higher degree of 


3. Farm machinery teams to sign contracts with farmers 
to do farming. The farm machinery team originally 
under the administration of a production team signs 
contracts with farmers to cultivate a certain area of 
arable land. 


4. Farms that coordinate their efforts in production. It is 
a form under which farms with farm machinery coordi- 
nate with farms without farm machinery in “joining 
their efforts in production, but maintaining a separate 
accounting system.” Some of the farms have farm 
machinery, while others do not. 


5. Farm workers’ family farms include those with and 
without farm machinery. These farms are mainly oper- 
ated by family members of farm workers. They operate 
on their own and assume sole responsibility for their own 
profits or losses. According to statistics, the number of 
such family farms which are large farms modeling on 
small farms has already exceeded 100,000. More than 80 
percent of the family members of agricultural and pas- 
toral farm workers join such farms which have rapidly 
— a principal form of operation among the state 
Ss. 


Following the development of commodity economy and 
market economy and with the internal resources of state 
farms fully tapped and their advantages brought into full 
play, state farms with more and more new forms of 
management will appear. Share-holding state farms have 
already emerged in Guangdong, Hainan and other prov- 
inces and demonstrated great vitality in raising their 
management standards and increasing economic effi- 
ciency. By establishing horizontal ties, the farms in 
various localities are energetically developing inter- 
regional and inter-departmental economic entities which 
operate under different ownership systems. A group of 
fairly large enterprise groups with actual strength have 
emerged as the times require and added new vigor to the 
land reclamation cnterprises. 
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Obstacles To Reducing Burdens of Peasants 


93CM0441B Beijing FAZHI RIBAO in Chinese 
24 Jul 93 p 3 


{Article by Shen Wen (3947 2429): “Government at All 
Levels Firmly Resolved To Lighten the Burden on the 
Peasants, But... The ‘Three Difficulties’ Encountered by 
Rural Grassroots Cadres”’] 


[Excerpt] Utmost attention by party committees and 
governments at all levels is now directed to lightening 
impositions on the peasants. As urged by the central 
authorities, everybody is presently engaged in weeding 
out and reordering relevant procedures. The oft-treated 
and never healed “chronic ailment” of overburdening 
the peasants can now perhaps hope for effective treat- 
ment. However, for the reason that propaganda through 
the media had not been handled properly, that policy did 
not draw clear lines of permissible limits, and that 
necessary supplemental measures did not catch up with 
developments, we found in our examination of the issue 
that the rural ts cadres are generally faced with 
the following “three difficulties”: 


1. Questionable leadership, resentment among the 
masses, makes it “difficult” to get along with people in 
official avd unofficial conduct. Although |“ creases in the 
impositi ns on the peasants have been .-,creed from 
above, it is the village and party cadres who collect them 
from the peasants. With the present clamor for weeding 
out and reordering these impositions, it is the village and 
party cadres who get criticized and blamed for them. All 
the masses know is that the village and party cadres have 
collected them, and when document after document asks 
for reduction of the impositions, the masses believe the 
village and party cadres had in the past been the villains. 
Some village and party cadres feel wronged and said: In 
the past when we collected money, we were cursed, now 
when we refund money, people smile at us. We are really 
like “rats in the bellows, getting it from both sides.” 


2. The case has officially been closed, but supplementary 
measures have been slow in coming, so that execution 
has become “difficult.” Although everybody, from cen- 
tral authority to local authority, is unequivecally aboi- 
ishing impositions on the peasants, the necessary supple- 
mentary measures have not caught up with 
developments, which makes it difficult to carry out some 
of the measures: 


1) Personnei in the organizational structure has not been 
reduced. In the past, money for allowances paid to 
village and party personnel had to be raised unifiedly 
from the peasants. Now it is no more permissible to raise 
some of it from the peasants, but the personne! is still 
there, and they are, furthermore, needed. For instance, 
the rural safety defense corps is very effective in main- 
taining and protecting safety in the rural areas. As public 
safety has become more of a problem, there is need to 
increase, rather than reduce their numbers, but then the 
part of this expenditure for the defense corps that used to 
be raised from the villages in being abolished. As a 
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consequence, subsidies for the defense corps have 
become an unsolvable problem. 


2) No new sources for operating expenses have realized. 
For instance, water conservancy installations by village 
governments and party committees, capital farmland 
construction projects, maintenance of broadcast lines, 
expenditure for infrastructure necessary for the produc- 
tion and livelihood of the masses, all these have in the 
past been paid partly by subsidies from higher authority, 
partly from fund accumulations in the villages, and 
partly by collections from the peasants. Now these impo- 
sitions have been abolished, but the state or financial 
authorities at whatever level are not increasing the 
various particular operating expenses, and this makes it 
very difficult to maintain or build up any of these 
installations. 


3) It is difficult to stop half-finished projects. Many 
villages and party committees have started some projects 
in recent years to improve production conditions and 
living standards of the masses. To pay for such, it was 
stipulated in the spring contracts that collections would 
be made after the summer harvest. However, some of 
these impositions have been abolished and must no more 
be collected from the peasants, which makes it impos- 
sible to complete the projects. Having them hanging this 
way in the air is bound to result in much waste. Espe- 
cially work on culverts and sluice gates to prevent 
flooding and to fight natural calamities, irrigation and 
drainage pumping stations, that would soon have been 
completed, must not be stopped now that we are 
approaching the flood season, but it has now become 
impossible to provide the necessary funds for a contin- 
uation of the projects. 


3. The heavy load of various tasks and the many contra- 
dictions encountered make it “difficult” to embark on 
any new endeavors. In recent years, in order to accelerate 
economic development, all signed economic responsi- 
bility pledges with the village and party authorities at 
various levels, and what they intended to develop were 
of course some new industrial or sideline projects. Now 
that the state and the banks have a tight money policy, 
absolutely no funds will be invested at the lowest level, 
the villages, while it is also not permissible to raise 
money from among the masses. Without investments, 
how can production be developed, and as it will also be 
impossible to fulfill the economic norms of the respon- 
sibility pledges, the village cadres will not only be criti- 
cized, but may also be subjected to economic penalties. 
Many village and party cadres are at their wit’s end, 
unable to embark on any new endeavors. [passage 
omitted] 


Drive Increases Against ‘Transport Bullies’ 


93CM0409A Beijing RENMIN GONGAN BAO 
in Chinese 17 Jul 93 p 3 


[Railway Public Security Organs Throughout China 
Achieve Glorious Victories in Surrounding and Annihi- 
lating Transport Bullies**] 
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[Text] Beginning in mid-March, railway public security 
organs throughout China have adhered to the focus of 
maintaining security on passenger trains, and given 
priority to cracking down on the crime of robbing 
passengers, by amassing their might and time for an 
all-out suppression of transport bullies. By 12 June, 
public security organs throughout the railway system had 
cracked 466 cases of robbery, breaking up 106 gangs of 
robbers, arresting 410 offenders, and seizing over 6.298 
million yuan worth of stolen money and goods. This 
crackdown has steadily lowered robbery cases for the two 
months of April and May. 


The crackdown on transport bullies in 1993 began early 
and fast. Early in the year, when the spring transport 
defense was still in progress, railway public security 
bureaus in cities, such as Zhengzhou, Guangzhou, and 
Shanghai, went into action, launching a concentrated 
attack. In mid-March, the Ministry of Railways Public 
Security Bureau set the 10 railway sections where trans- 
port bully actions were most rampant as a priority- 
crackdown battlefield, employing diversified methods, 
such as combining attack with defense, on- and off-train 
actions, and investigations to break cases with thorough 
ferreting out of criminal gangs, as a prelude to sur- 
rounding and annihilating transport bullies on our exten- 
sive railway lines. 


For this action, the railway system enlisted over 1,500 
experts at cracking down on current crimes, and orga- 
nized a team of 110 plainclothes agents to ride on 
priority trairs, who arrested a group of transport bullies 
that had been harassing passengers. Seven teams from 
the Zhengzhou Railway Public Secuzity Bureau launched 
a concerted crackdown on key lines, such as Beijing- 
Guangzhou, Gansu-Qinghai, Hangu-Dandong, and Jiao- 
zuo-Zhijiang, in one month cracking 183 crime cases 
such as robbery, arresting 312 offenders, and breaking up 
34 criminal gangs. In addition, the Shanghai Railway 
Public Security Bureau organized seven teams for a 
case-breaking competition which, in 15 days, cracked 19 
cases of transport bullying, arrested 47 offenders, and 
broke up eight gangs. 


Perceptions of Sex by College Students 
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[Report by Ching Chi (5427 2765): “As High as 90 
Percent of College Students Have Had Affairs, With 
Over Half Approving of Premarital Sex’’} 


[Text] As society has developed and opened up. Chinese 
college students’ sex perceptions have also undergone a 
great change. A series of polls show that the opening up 
of college students’ sex perceptions and boldness of 
action have reached alarming proportions. 


A recent pol! of some college students in Beijing finds 
that over 90 percent have had affairs on campus, and 
about 60 percent maintain sexual relationships. 
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And a similar poll of college students by a magazine that 
specializes in studying youth issues asked: “If your lover 
asked for premarital sex with you, what would be your 
attitude?” Fifty-two percent responded that they would 


or might agree. 


Several Shanghai colleges asked a similar question: “If 
you have an established love relationship, is it alright to 
engage in sex?” To which 19.4 responded “yes” and 35.1 
percent that “they were not sure,” a total of 54.5 percent, 
or more than half. This shows that the students opposed 
to this stand have receded to a minority. 


In 1992, certain Beijing colleges published a resolution 
forbidding the placing of curtains around beds in student 
dormitories. Insiders say that this resolution is aimed at 
keeping male and female students from sleeping 
together. 


But this resolution certainly did not achieve the desired 
result. A sampling from a certain school shows that more 
than 30 percent of male dormitories have females 
spending the night. One male apartment at this school 
has four occupants, of whom two keep girlfriends over- 
night, turning a four-person apartment into a place 
where six live. This cohabitation has gone on for two 
years, with the two females talking cheerfully and 
humorously in the early morning with absolutely no 
shame. The other two males in the apartment say that 
“while this was unbearable at first, they have come to 
disregard it as time has passed.” 


Many college students are in a state of sexual repression, 
which sometimes expresses itself in unusual forms. 


In one building of a nationally known Beijing science 
and engineering college, nearly 500 desks, or over 80 
percent, have sexual words or pictures etched on them. 
Certain sexual words describe sex in eight-line poen\s 
with strict tonal patterns, and the accuracy of the se«- 
picture images is amazing. 


Homosexuality has also appeared on campuses. There is 
a growing trend of homosexua! words and pictures on 
college restroom doors and walls. Those in the know say 
that only a few of the students who engage in homosexual 
acts truly have reverse sexual identities, with most 
simply looking for unique and novel stimulation, and 
some even regarding it as modern trend to be copied. 
One homosexual student told me that: “Sex per se is a 
search for a special sense of joy. If it cannot be found in 
the opposite sex, can be found only in the same sex, and 
the partner does not object, what is wrong with it? As this 
is a higher type of enjoyment, I would not regret it even 
if I caught AIDS.” 


That a few coeds are prostitutes is no longer a secret. 
While their clients are mostly foreigners, businessmen, 
and the self-employed, or a higher grade of people, their 
activities are covert, as this would mean expulsion from 
school if brought to light. 
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Circular on Curbing Arbitrary Collection of Fees 
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[Article by Qu Cheng (2575 2052): “The Supreme Peo- 
ple’s Procuratorate Issues a Circular on Firmly Curbing 
Arbitrary Fee-Collections and Fines”] 


[Text] The Supreme People’s Procuratorate recently 
issued a circular calling for putting a firm stop to the 
exploitation of procuratorial power for the arbitrary 
collection of fees and fines. 


The circular points out that: Since the last half of 1992, 
it has been discovered that a handful of prosecutors in a 
few grassroots procuratorial organs have exploited their 
power to violate laws, policies, and regulations, by using 
a host of pretexts in various links of their work to 
arbitrarily collect fees and fines. Some charge “initial 
Case-investigation and prosecution fees” and “‘case- 
investigation and prosecution coordination fees,” some 
collect case-appeal “acceptance and hearing fees,” some 
collect “procedural fees,” “teaching assistance fees,” or 
“bonds” for not prosecuting, exemptions from prosecu- 
tion, or noninsured medical staff, while a very few others 
even charge fines for arrests or prosecutions. Such arbi- 
trary fee-collections and fines severely undermine the 
image of procuratorial organs as impartial law-enforcers 
and honest administrators, creating an ¢vil influence. 
This reflects corruption within the ranks cf prosecutors 
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under new conditions, such as “money worship,” is 
incompatible with the character of a state legal oversight 
organ, is absolutely wrong, and must be firmly curbed 
and corrected. 


The Supreme People’s Procuratorate calls for: Procura- 
torial organs in all areas must conscientiously study and 
implement the spirit of the national procurator-general 
conference, by focusing all of their policing mindset on 
strict enforcement and case-handling. Arbitrary fee- 
collections and fines must be conscientiously investi- 
gated and rectified, in order to put a firm stop to this 
unhealthy trend. Provincial, branch, prefectural, and 
municipal procuratorates must conduct one-time inves- 
tigations of their subordinate procuratorates, in order to 
clarify objective conditions. Where arbitraty fee- 
collections and fines really exist, self-investigation, self- 
reporting, and self-correction must be carried out first, in 
order to conscientiously clear it up as quickly as possible; 
and where it cannot be cleared up at once, plans must be 
made for clearing it up gradually. 


The circular points out that the discipline inspection and 
supervision departments of procuratorial organs at all 
levels must strengthen their oversight and investigation, 
by dealing severely with concealed reports or nonreport- 
ing, even to the point of refusing to reform, and by 
investigating and affixing the responsibility of leaders in 
serious cases. 
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